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In 1979, the People's Republic of China State Council
granted a degree of economic autonomy to Guangdong and Fujian
provinces, allowing them to establish Special Economic Zones
(SEZs). These were designed to attract foreign investment,
technology and management skills. Specifically, they are meant to
be laboratories where western capitalism is being tested. The
success or failure of the SEZs will definitely have significant
implication on China's future economic policies.
The research will be conducted from a company manager's
point of view. The overall investment climate including
administrative system, management, infrastructure provisions,
industrial land use, labour affairs, financial system, legal
system and preferential treatments will be examined in depth.
Special attention is taken to investigate the possible
difficulties encountered by investors. And finally, a concrete
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PREFACE
Major changes have taken place in China's economic policy
since 1978. The 'Four Modernisation Programme' established the
basic principles and aims for economic development. But the
major change-- and the one most remarkable in a communist
country-- was the creation, in 1979, of the Special Economic
Zones (SEZs) in the southern provinces of Guangdong and Fujian.
China's strategy for the SEZs is two fold-- political and
economic. Politically, the zones are supposed to pave the way
for Peking's take over of HC' ,,g Kong in 1997 when the British
lease on most of the Colony runs out. Peking wants the zones to
prove to businessmen that separate economic systems can co-exist
under its sovereignty, says an American lawyer in Hong Kong who
concentrates on China. Ultimately Hong Kong will just be
another special economic zone. (Fortune 18th April, 1984)
The economic impacts are of equal, if not more, importance.
China is eager to know whether capitalism can be 'implanted' in
the communist soil and is trying to merge her ideology with
economic realities. These testing points, if successful, will
show that what is happening in the SEZs today may well be a true
prediction of China's tomorrow.
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However, no matter what the implications are to China, as
'capitalist enclaves.' the SEZs represent important new
opportunities for businessmen world-wide. This research,
therefore, aims at examining the investment climate of the SEZs
and identifying problems that investors have encountered.
Solutions to problems will be suggested and opportunities
recommended. In order to facilitate analysis, Shenzhen will be
used as a reference point. This is partly because of its longer
history of development and geographical proximity to Hong Kong.
Furthermore, it has made the most prominent economic development
and progress in the last few years out of the four SEZs
designated.
The researchers sincerely hope that the research report
will bring information and encouragement to those who are
interested in investment opportunities in the SEZs. The
researchers also would like to express their gratitude to
Professor John L. Espy for his kind attention and guidance given
to them throughout the research, and to Mrs. Joy Scott for
correcting their manuscript. Helpful support provided by







1.1 China's Special Economic Zones
In 1979, the People's Republic of China State Council
granted a degree of economic autonomy to Guangdong and Fujian
provinces, allowing them to establish Special Economic Zones
(SEZs). These were designed to attract foreign investment,
technology and management skills, while minimizing the
expenditure of foreign exchange. Primarily, the zones will earn
foreign exchange by providing a focus for export-oriented
industry'. But foreign exchange will also be earned through land
rents, wages, management fees and taxes. Similar to foreign
investment zones elsewhere, the PRC is offering duty free entry
of raw materials, negotiated tax holidays, low land rent, cheap
labour and convenient visa arrangements. In return, China
expects an inflow of sophisticated technology, managerial skills
and capital. The zones are designed to promote all-round
development and include separate areas for heavy industry, light
industry, tourism, recreation etc. The central goverment will
share the cost of infrastructural development in the zones along
with provincial and local authorities.
Specifically, the significance of the SEZs goes far beyond
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that of a 'foreign exchange earner.' These are laboratories in
which the chemistry between communist China and international
business is being tested for the first time since the founding of
the People's Republic of China in 1949. SEZs provide a platform
for the Chinese Government to observe and to understand
capitalism at work and to follow the trend of modern development
in the capitalist world. As stressed by the elder statesman, Mr.
Deng Xiao-ping during his visit to the Shenzhen SEZ earlier this
year, drawing experience from doing business with foreign
concerns is more important than simply making money. As an
important experiment in China's drive for modernization and
economic development, the success or failure of the SEZs will
have important implications on China's future economic policies.
The lessons learned will be put to good use in other parts of the
country, contributing to the realization of China's much
publicized 'Four Modernization' program. (Modernizations in
agriculture, industry, national defense, science and technology.)
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1.2 Shenzhen Special Economic Zone
In March 1979, Shenzhen was elevated from a country town to
the status of a municipality under the direct jurisdiction of the
Guangdong Provincial Government. This places the city on the
same footing as the provincial capital, Guangzhou, in China's
complicated structure of administration.
Shenzhen is by far the largest SEZ, with an area of 372.6
sq. km. (compared with 6.8 sq. km. for Zhuhai, 0.8 sq. km. for
Shantou and 2.5 sq. km. for Xiamen) It also has the strongest
central support. In 1981 alone, infrastructure and urban
construction swallowed RMB 140 million yuan( HK$466 million),
which was equivalent to the total state investment in the zone
during the preceding three years.
Among the SEZs so far designated, Shenzhen has the greatest
appeal. A review of investment projects so far committed has
indicated that Shenzhen is the region that has made the most
prominent economic development and progress in the last few
years. While other zones focus their efforts within the confines
of one or two industries, Shenzhen has ambitiously focused on a
comprehensive, multipronged development emcompassing light
industry, processing, agriculture, property, commerce and
tourism. Close to ten areas within the zone have been marked out
for intensive growth.
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The other reason that Shenzhen is always chosen by
investors is its geographic location and close proximity to Hong
Kong. Shenzhen's readily available land and labour, together with
Hong Kong's commercial and industrial expertise, would seem to
make a perfect partnership for co-operative ventures. Early
fears that Shenzhen would be competition for Hong Kong have
proved false. Instead, the marriage of mutual strengths is good
for all concerned.
The Shenzhen SEZ is off to a rapid and auspicious start and






The setting up of Special Economic Zones (SEZs) in China is
the major and most remarkable change in China's economic policies
because it allows the existence of a significant element of
capitalism in a communist country. Shenzhen, the earliest and the
largest SEZ in China, located at the border with Hong Kong. It
has advantages over other SEZs in that, not only it is proximal
to Hong Kong and can build a close economic tie with Hong Kong,
it is the fastest growing and most advanced SEZ in China. Given
its advantages, not surprisingly it has attracted considerable
investment: by July 1982 about 1,300 contracts had been signed,
representing a total capital investment of HK$8.7 billion. This
research centres on examining the investment climate of Shenzhen
and also on identifing possible problems that investors have
encountered. 'Possible solutions to those problems will be
suggested and areas of opportunity in the SEZ will be
recommended.
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2.2 Scope of Study
The scope of study of this research contains the following
aspects:
1) General introduction of the SEZ
2) Industrial land use in the SEZ
3) Infrastructural provisions in the SEZ
4) Administrative system in the SEZ
5) Management
6) Labour affairs in the SEZ
7) Financial system in the SEZ
8) Legal system in the SEZ
9) Preferential treatment
2.3 Sources of Information
Information and data for this research paper were collected
from the following sources
A) Shenzhen SEZ's representative office in Hong Kong-
the Shun Yip (S.Z.) Trading Co., Ltd.
B) Local companies with investments in the Shenzhen SEZ.
C) Local information and consultancy services
D) Banking officials
E) Chinese officials in the SEZ Foreign Economic Office
F) Journals/periodicals of trade councils
G) Press publications
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A) The SEZ's Representative Office in Hong Kong
This office was opened on Sept 8, 1983 and represented a
permanent linkage between Hong Kong and the SEZ. It plays a role
in facilitating eonomic co-operation and energy transfer between
the SEZ and the outside world. For this research, the writers
collected information, such as the general situation of the SEZ,
the construction situation of the SEZ, various undertakings
welcoming investments, investment protection, preferential
treatment and the investment procedures from the office.
Actually, a substantial portion of information for this research
was obtained from this office.
B) Local Companies
A e,Jnsiderable number of Hong Kong- based commercial and
industrial companies have already invested in the SEZ. They have
established business connections there and have had the
experience of running a business in such an environment. The
writer approached two companies, one that manufactures handbags
and the other that manufactures aluminium coils. The most
valuable experience from such interviews is to know the practical
problems faced in investing in the SEZ and the possible ways of
reaching a solution.
C) Local Information and Consultancy Services
There are quite a number of consulting firms, which offer
consultancy and information services for those who are interested
in investing in the SEZ. These companies have not only built up
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their data banks, which provide relevant information to clients,
they also retain experienced consultants who render advice to the
interested parties. They were certainly an important source of
information for this particular research.
D) Banking Officials
Banks in Hong Kong are becoming more and more interested in
developing China trade. The banking industry in Hong Kong is
rather mature, and the existing banking market is highly
competitive. As China is a country with a large economic
potential and is, for the most part, untapped., it represents many
opportunities for bankers. The setting up of SEZs in China has
already attracted sizable investment from outside, and banks can
play an important role in financing those projects.
The Bank of China Group is particularly active in
financing projects in all the SEZs. The writers had an interview
with banking officials in the group and obtained valuable
information, such as the involvement of banks in the SEZ, foreign
exchange control in the SEZ and financial facilities available in
the SEZ.
E) Chinese Officials
r In order to observe various constructions in the SEZ, the
writers made a trip there and also had an interview with the
officials in the Foreign Economic Office. The information
collected through this channel is that related to the
administrative system of the SEZ.
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F) Journals /Periodicals of Trade Councils
Trade councils, such as the American Chamber of Commerce,
have a China Commercial Relations Committee, and this committee
releases China trade articles in the journals periodically.
Besides this, directories and reference materials relating to
various information can be obtained for research studies in the
SEZ.
G) Press Publications
Press publications on the SEZ affairs were another
valuable source of information for this research. Presses, such
as the Wen Wei Po and the Hong Kong Economic Journal, frequently
release articles relating to the development and changes in the
SEZs. Therefore, the press represents the source of the most
up-to-date information. As China has not fully set up its
policies and has continued to revise them to adjust its economy,
the current up-to-date information is important to the writers in
interpreting the future trend of China's policies towards the
SEZ.
2.4 Approach
This research will first present a background study on the
investment climate of the SEZ. It will be followed by problem
identification in various aspects of the study. Possible
solutions to these problems will be suggested. Finally,
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opportunities available in the SEZ will be mentioned.
2.5 Limitation of Study
The writers tried to make this research as objective as
possible. However, information obtained from the interviews and
subsequent analysis based on this information show only the
situations that are specific to a few companies. These results
reflect only a part of the picture of the SEZ.
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CHAPTER THREE
GENERAL INFORMATION ON THE SHENZHEN SPECIAL ECONOMIC ZONE
3.1 Geographical Position
The Shenzhen Special Economic Zone, part of the Shenzhen
Municipality (previously Baoan Xian), located on the coastal area
of Guangdong Province of the PRC, is one of the major ports of
China, extending from 113'17"E to 114118E in longitude and from
22'23N to 22'43N in latitude. It faces Dapeng Bay on the east,
is linked to the estuary of the Pearl River on the west, lies
against the Wutong Mountain and Yangtai Mountains on the north-
-and borders with the New Territories, Hong Kong, on the south.
The extent of the special zone: In the east, it begins from
Beizai Cape of Yantian People is Commune, extending
south-westward, to the north of the coastline, through Shekou and
Yijia Village of Nantou Commune in the north, it goes along the
long and narrow strip to the south of Dalinggu, Daguzhang,
Zhangdirg, Jiuweiding, Majishan and Dayangtou of Wutong Mountain
and Yang-tai Mountains, as well as Shawan, Dushu Village and
Baimang Village. It totals 327.5 sq. km. in area. Appendices 1




Shenzhen City has a population of 450,000, among which
20,000 are of the special zone. People of the special zone are
of the Han nationality, with Han characters in common use and
Putonghua (Mandarin), Hakka and Cantonese as the main language
and dialects. It is one of the most important home towns of the
overseas Chinese. Even before the 18th century, there were
people going overseas from Shenzhen. According to incomplete
statistics, there are 120,000 overseas Chinese from Shenzhen,
distributed in over 41 countries and regions.
3.3 Climate
Shenzhen is of subtropical and oceanic climate. It has a
yearly average temperature of 22.4'C, with a maximum of 36.6'C
and a minimum of 1.4'C. The rainy season is from May to
September every year. There is an annual average precipitation of
1948.4 mm, while the maximum is 2662.2 mm. The maximum daily
rainfall is 354 mm,. The southeasterly wind prevails the whole
year round. The direct attack of typhoons in summer and autumn
-occurs less than once a year on the average because of the
protection by mountains.
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3.4 Relief and Geology
The land altitude of Shenzhen SEZ goes from high in the
northeast to low in the southwest. Most parts are undulating
tablelands chequered with gentle hillocks to the south of the
mountains. The hillocks are mostly of weathered soils of
granite, their lithology being of hard clay with quartz grids.
The valleys are of weathered soils strata, covered with one to
four meters of alluvial and torrential loess and gritty soil,
partly with sand stratum lens. Along the bay area is the coastal
plain, of which the lithology is of silt and sand strata, caused
by river alluviation and marine deposits, with a general
thickness of ten to fifteen meters, under which is the bedrock
weathered soil strata.
3.5 Rivers and Reserviors
Scattered within the boundaries of the special zone are
small rivers, most of which converge to the Shenzhen River,
flowing into the estuary of the Pearl River. The Shenzhen River
basin has an area of 311.8 sq. km., with its left shore, 124.3
sq. km. in area in the New Territories and its right shore, 187.5
sq. km. in area, within the boundaries of the SEZ. Built in the
tributary Shawan River is the Shenzhen Reservior, with a
controlled rain catchment area of 60.5 sq. km. and a capacity of
45.77 million cubic meters. It is a constituent part of the
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water raising project of Dongjiang River. There are also medium
and small sized reserviors and pools, such as the Xili, Sanzhou,




Easy accessibility to the outside world is absolutely
essential for the import of capital, equipment, technology and
management skills to the SEZ s. And equally important, as the
products from the SEZs are primarily export-oriented, is close
contact with potential markets. Thus a location open to the
world at large is crucial. Shenzhen is favoured with a coastal
location, which commands the position as the gateway to South
China. Above all, geographic proximity to Hong Kong gives
Shenzhen an additional advantage, unsurpassed in other parts of
China. Hong Kong can provide Shenzhen with a varity of services,
such as banking, insurance and the expertise in modern production
techniques and management skills. With talks now going on
between the Hong Kong ^nd Shenzhen Government to simplify entry
procedures to China, to open more check-points along the border
and, ultimately, to push the check-points further inland to the
boundaries of the Shenzhen SEZ, the significance of this factor
of geographic location will be further enhanced.
Climatic conditions of Shenzhen are generally favourable
for development. Typhoons affect the area at the frequency of
less than once a year, and destructive storms are rare. Shenzhen
has no problem with the supply of water for industrial or
domestic uses. Numerous river systems and reserviors supply
water to Shenzhen Town and other settlements in the vicinity.
The beautiful environment of Shenzhen also provides a number of
opportunities for the development of holiday resorts and tourism.
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3.7 Conclusion
Proximity to Hong Kong, coastal location to the South China
Sea, favorable climate and abundant natural resources can be
regarded as the foundation stones for further development of





The Regulations and Rules of the PRC on Special Economic
Zones in Guangdong Province created a new organization, the
Guangdong Provincial Administration of Special Economic Zones
(GPASEZ), to oversee the management of the SEZs. Each SEZ will
be responsible to GPASEZ, which will report directly to the
provincial government. Thus GPASEZ will unify SEZ
administration, thereby ending the current proliferation of
differing and sometimes conflicting policies in the various
zones. GPASEZ's principal functions include:
a) drawing up and implementing a development plan for the zones
b) examining and approving investment projects
c) handling the registration of industrial and commercial firms in the
zones and allotment of land
d) co-ordinating banking, insurance, taxation, customs, immigration
and postal and telecommunications arrangements within the zones
e) providing labour for the enterprises in the zones and
f) organizing infrastructure development, using foreign investment if
necessary.
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In addition, the SEZ regulations provide for the creation
of a 'Guangdong Provincial Special Economic Zones Development
Company' to cope with the economic activities in the zones. It
is responsible for fund-raising and trust investment, operating
enterprises' or joint- ventures with investors in the SEZs, acting
as agents for investors in the SEZs in matters related to sales
and purchases with other parts of China outside the special
zones, and providing services for business talks.
4.2 Investment Procedures
Foreign citizens, overseas Chinese, Hong Kong and Macau
residents`visiting the Shenzhen SEZ to discuss investment are all
welcome and will be given support. The Shenzhen Special Economic
Zone Development Company, established particularly for the needs
of foreign economic activities, with subordinating departments
such as the Introduction and Discussion Department, Trade and
Service Department, Housing and Landed Property Department and
Land Development Department, will provide the vesting traders
with various conveniences and necessary services.
The main procedures for discussing investments are as
follows:
a) Visiting traders to invest and initiate various enterprises or
undertakings in the SEZ can contact the Introduction and
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Discussion Department of the Shenzhen Special Economic Zone
Development Company, the Introduction Department of Xing Ye
Company, Hong Kong and the Special Economic Zone Liasion
Department Guangdong Enterprises Ltd., Hong Kong, to apply for
and fill in the Application Form for Investment and Initiating of
Enterprises and Undertakings. They can, at the same time, submit
their investment plan, including the intention or purpose of
investment, items of investment, scale of investment, land area
required, amount of investment, form of investment (such as sole
investment, joint investment or co-operation), materials
concerning feasibility studies, as well as their particular
requirements. Businessmen attempting to discuss investment in
the Shekou Industrial District and the Shahe Industrial District,
can, separately and directly, contact the Development Department
of the Hong Kong Merchant Steam Navigation Co. Ltd. and the Shahe
Overseas Chinese Enterprises Company, Shenzhen.
b) Businessmen, having submitted the application forms and the
investment plans, will receive a reply as soon as possible.
Then, if their plans are acceptable, they will be invited to come
for discussion.
c) Both sides can sign the contract or agreement ofter, through
negotiations, they have reached the same opinion. The contract
or agreement will come into effect after having been approved by
the Shenzhen Municipal People's Government.
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d) After the approval of the contract (agreement), the consignee,
together with the investor, can work out the detailed list of
goods required to be imported. Then it can be submitted to the
Shenzhen Municipal People's Government for examination and
approval.' Afterwards, both sides can go through the declaration
procedures for import at the Kowloon Customs of the People's
Republic of China.
e) Enterprises, before opening to business, have to apply to the
Industry and Commerce Administration Bureau of Shenzhen for
registration. They have to submit a contract and other documents
approved by the Shenzhen Municipal People's Government, which are
the regulations of the board and the copy of registration
certificate or other credentials issued by the authorities of trie
country or region where the investors come from.
f) The declaration procedures at customs and the registration for
obtaining the business license and registration certificate can
be undertaken by the enterprise itself or entrusted to the Trade
and Service Department of the Special Zone Development Company.
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4.3 Analysis
A manager of Continental Grain Co., which is participating
with investors from Thailand and China in a US$ 8 million animal
feed mill in Shenzhen, says, What in other countries can be
resolved with a simple letter or phone call takes a lot of time
and discussion with officials. This is still China.
Complicated projects of ten require approvals from several
various departments, and officials have been known to drag their
feet, hoping that the other departments will give the green light
first, before they must commit themselves. Nobody wants to take
the lead, and projects languish behind bureaucratic security
blankets woven in red tape.
In addition, the complex administrative structure with
overlapping responsibilities tends to slow down decision-making.
There is a 'Guangdong Provincial Administration of Special
Economic Zones.' which should be the principal administrator but
is over shadowed by the 'Guangdong Provincial Special Economic
Zones Development Company.' Besides this management structure,
there are the hierarchies of the provincial government and the
-municipal government.
Furthermore, corruption is becoming more of a headache,
despite stepped up government efforts to curb this practice.
Although most corruption is on a relatively small scale, it has
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already begun to affect SEZ development. For example, Wen Wei Po
has highlighted a case in the Shenzhen area, in which a senior
road technician has been suspended for 'maliciously delaying'
completion of an important highway in a bid to receive bribes.
(Wen Wei Po 6th Oct., 1980) In addition, investors in
compensation trade deals of ten admit privately that 'gifts' of
television sets, cars or other consumer goods have an efficacious
effect on the progress of their investment environment but are
bound to have a negative impact on investment over the long term,
if left unchecked.
Perhaps a solution to this situation can be found in
Shekou. For unknown reasons, Shekou is not under the cumbersome
bdreau racy of the rest of the Shenzhen Zone, but is run by a
pragmatic state corporation- China Merchants Steam Navigation
Company, based in Hong Kong. An arm of the Ministry of
Communication, China Merchants seems to have considerable
autonomy. The fact that it has its own planning and




Being a tiny industrial area in Shenzhen SEZ, Shekou has
drawn most of the big money. Its striking success should inspire





In order to develop the SEZs, China has deviated from its
former path of development and has allowed foreign investors to
establish prof it-seeking enterprises on Chinese soil. For the
sake of attracting foreign capital and accelerating the
modernization programmes, various forms of- financial
participation have been designed. Five major forms of investment
can be identified.
a) Sole proprietorship-- the foreign investor h to be
responsible for all capital and equipment inputs into the
industry and to bear all the overhead and recurrent expenses,
including land rent, utility cost and labour cost etc e
b) Joint-venture the allocation of shares between China
and the investor is usually 50-50. China provides the land for
development, and also provides monetary investment, if the
potential for growth and development are attractive. Investors
are responsible for the machinery and the equipment, and profits
will be distributed according to the proportion of shares owned
by each party.
c) Co-operative development-- there is no formal
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distribution of shares between China and the investor.
Basically, China provides the land, labour and utilities (water,
electricity etc.) while the investor is responsible for all
equipment and facilities, transportation and marketing. China
will charge a modest processing cost. Profits obtained will be
apportioned according to some ration agreed by both parties, but
usually with the investor receiving a larger share.
d) Intermediate processing--- the investor is mainly
concerned with the fabricating of manufactured items. China
provides the plant, labour, water, electricity and other basic
facilities. The foreign investor supplys machinery, material,
design of products and will be responsible for workers' wages, as
well as for marketing. A modest processing cos' is charged by
China.
e) Compensation trade--- the costs of plant cons truction,
machinery and raw materials (which are all provided by the
investor) can be deducted from the production cost over a period
of usually twenty--five years. This form of investment is similar
to 'intermediate processing,` except that the cost of plant,
equipment and raw materials will be 'compensated' by the Chinese
Government.
The relative importance of the different investment forms
in Shenzhen is shown in the following table:
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Forms of Investrmaent in Shenzhen SEZ
(e.Chldirs, Sheko








Source: Economic Reporter 11th Nov., 1982
In terms of the number of items contracted, 'intermediate
processing' is the most important (accounting for about 88
percent of the total). In terms of the percentage of total
investment, 'co--operative production' accounts for nearly 57
percent of the total, followed by !sole- proprietorship' with 33
percent.
It should be noted that most of the overseas investments in
the Shenzhen SEZ comes from Hong Kong-- accounting for 91
percent of the total. (Economic Reporter, 11th Nov., 1982)
Overseas Chinese (excluding those in Hong Kong and Macau) supply
5.5 percent of total investment and foreign non-Chinese the
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remaining 3.5 percent. She:zhen is currently very much dependent
on Hong Kong for the supply of capital in its various development
programmes.
As the Shenzhen SEZ is to be comprehensively developed
rather than being restricted to industrialization, overseas
investors are involved in a large variety of economic activities.
Investment in Various Economic Activities in the
Shenzhen SEZ (excluding Shekou) in the Past Five
Years Ending Dec., 1983.








Source: Hong Kong Economic Journal April, 1984
Development projects in the manufacturing industries and in
real estate have substantial capital investment. Commercial
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development has also been given considerable attentions but
investment in transportation is very insignificant and is not
keeping in pace with the general development programme.
The Shenzhen SEZ offers a variety of opportunity for
foreign financial participation. In most cases, the
entrepreneurs are provided with greater autonomy in the
management of their business than in other parts of China outside
the special economic zone. This should provide the potential
investors with greater incentive to participate in China's
development programme.
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5 1 An lysis
As foreign investments are allowed to set up their
profit-seeking organizations within the Chinese border, it seems
that China is trying to adjust its former path of
industrialization, which was characterized by self-reliance and
socialist planning. The Chinese Government wants the SEZs to
prove to businessmen that separate economic systems can co-exist
under its sovereignty.
However, as the system of SEZs is totally new to the
Chinese, there is no previous experience for them to refer to.
Neither is there any reference from other socialist countries.
This accounts for the many disputes and arguments` betwtion the
Chinese officials and overseas investors. In order to be more
'capitalistic,' Shenzhen has apparently been granted the greatest
freedom to act on its own discretion in economic affairs rather
than receiving orders from the central authority.
After almost five years' experience in dealing with outside
business people, Shenzhen officials have become a r_ e skillful and
are now more amenable towards detailed contracts with everything




With the establishment of SEZs, China's image has been
improved as being more pragmatic and innovative. The policy of
inviting external capital to participate in the economic
construction makes China more easily accepted by the Western
world. And the success or failure of the SEZs will have a





Apart from the availability of natural and human resources,
development requires the support of a good transportation network
and other basic facilities. Infrastructure provision in Shenzhen
is quite inadequate for the recent development. The so cal led
in Shenzhen are'seven linkages and one levelling' ( 七 通 一 平 ）
aimed at rectifying the situation. (These include 1) road link;
2) gas link; 3) electricity link; 4) water link; 5) sewerage
system link; 6) drainage system link; 7) communication link and
8) land levelling.)
Here the four major areas of infrastructure, namely, Water
Supply; Power Supply; Telecommunication and Transportation will
be discussed.
6.1 Water Supply
The central district of the Shen.zhen SEZ is to be supplied
with water from the Dongjiang River-Shenzhen water transmission
project. At the moment, the water supplying capacity of the
Shenzhen Waterworks is about 110,000 tons daily and is expected
to reach 120,000 tons daily by 1985, satisfying the daily needs
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of 450,000 people and the needs of the city's production. In the
western parts water supply factories have been built by making
use of the water sources of the Xili and Changpiling Reserviors.
Such a water supply factory has been built in the Shekou
Industrial District, with a capacity for supplying 20,000 tons
daily. A water supply factory is also under construction in the
Shahe Industrial District. Its capacity for daily supply will be
10,000 tons. In the eastern part, making use of the water
sources of the Jingkang Reservior of Shatoujiao, Sanzhutang
Reservior and Shangping Reservior, water supply factories are
being built separately. The phase II extension engineering work
of the Dongjiang River-Shenzhen water transmission project will
be completed in 1984. Its supplying capacity, by then, will be
at least 32.55 cu. meters/second, which will not only guarantee
the contractual water supply to Hong Kong, but also allow the SEZ
to have its own water supply fully satisfied at the same time.
6.2 Power Supply
To maintain a constant supply of electricity has been a
major problem for industrial development in China. In the case
of the Shenzhen area, agreements have been made with the China
Light and Power Company of Hong Kong to supply (with effect from
April, 1979) one million kw. of electricity per year. This is far
above the present annual need of about 200,000 kw. so that future
developments are thus possible. At present, a power plant with a
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1.2 million kw. supplying capacity is being built in Shajiao of
Dongguan Country. Besides, a nuclear power plant with a 1.8
million kw. supplying capacity and the Yantian Energy Storage
Power Plant of 800,000 kw. will be built at Daya Bay.
6.3 Telecommunication
There is an automatic telephone exchange system in the
Shenzhen SEZ, with domestic long distance direct circuits to
places such as Guangzhou, Beijing and Changsha and a direct
circuit to Hong Kong. Both telephone and telex services for
communication both inside and outside the country are provided
through the international long distance ci L cui is of the ground
satellite stations in Beijing and Shanghai. Long distance telex
circuits, linked directly with the Guangzhou Telex Exchange
System are also provided. To communicate directly with Hong Kong
and other cities, a subscriber has only to install a telex
machine. The international microwave communication system in the
Shekou Industrial District has been set up. A new
teleccmnranication building in the Shenzhen SEZ gill soon be
completed and put into use. It will be equipped with advanced
process controlled long distance telephones and city telephones,
as well as a telex exchange system. It will provide brand-new
modernized telex, telephone, facsimile and data communication
s ervices. Subscribers in the SEZ can communicate directly with
subscribers in Hong Kong and various countries in the world by
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means of au toma tic or semi-automatic telex or telephone. A
modernized communication building and a communication satellite
earth station are being planned in the Shenzhen SEZ in order to




Main roads within the SEZ run from east to west, while
those running from south to north are only auxiliary. The
east-west Shenzhen-Nantau Road is the trunk line crossing the
central and western section of the SEZ. The road from Shungang
to the eastern Gate Road of Wenjindu (Man Kam To) is the main
north-south line, chequered with a number of secondary lines.
Twenty-nine roads in the Shenzhen city with a total length of 54
km were newly built or enlarged in 1982, while ten more new roads
were built in 1983. The main line from Huanggang to Yunong
Village and other secondary lines will be further developed, and
necessary grade separations will be built so as to form a
chequer-typed traffic network. There are Shenzhen- Guangzhou,
Shenzhen- Shantou and Shenzhen- Huiyang highways leading
inland, connecting the highway networks of the whole province and
country. The expressway connecting Shenzhen, Guangzhou and
Gongbei, built by the co-operation of Guangdong provincial
authorities and foreign investors, is planned to be completed and
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opened to traffic. in 1985. Presently being planned are the
highway connecting the New Territories via Wenjindu, a road
leading to Hong Kong, and a highway bridge from Huangang to
Lemazhou of the New Territories, in connection with the circular
highway network of the New Territories.
6.4.2 Railways
The Guangzhou- Kowloon Railway goes across Shenzhen City.
The Guangzhou- Shenzhen section is 146 km long, and the Shenzhen
- Kowloon section is 32 km. The overall transformation work, of
Luohu Passenger Station has been completed. The projected new
Shenzhen railway station with up-to-date facilities and classic
Chinese architecture will, after its completion, handle 35
million passengers a year instead of the present 8 million. The
Sungang Freight Yard will be considerably expanded. The City of
Shenzhen will have a light railway system of its own, and double
tracking of the Shenzhen- Guangzhou line is also being planned.
6.4.3 Sea Routes
right sea routes currently link. Shenzhen with Hong Kong,
Guangzhou, Shanghai, Dalian, Port Lianyungang, Qingdao, Tianjin
and Zhanjiang. The existing wharves for freight and passenger
transport in the Shekou Industrial District can berth 3000-ton
cargo lighters, as well as* cargo ships with a draught of less
than five meters. Also using these wharves are passenger
hovercrafts coming and going between Shekou and Hong Kong. In
1982, the State Council approved the development of Chiwan in
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Shenzhen SEZ as a deep water harbour (rla Kung Pao 22nd March,
1982) The development of Chiwan will act as a logistic base for
the South China Sea Oil Exploration and will be beneficial for
the development of foreign trade. The development project will
be based on the experience obtained from developing Shekou and
will make use of the existing facilities. In the first instance,
a 5000-ton wharf and one to two anchorages for vessels of ten
thousand tons will be erected then berths for vessels of ten
thousand tons and a deep water wharf will be built. Chiwan will
be jointly developed by China Merchant Steam Navigation Co. Ltd.,
Shenzhen City and relative departments in connection with the
South China Sea Oil Exploration, while the possibility of
absorbing foreign capital is also included.
Following Chiwan's plan, a letter of intent was signed in
March, 1984 between Hong Kong's Hopewell Holdings Ltd. and the
state-owned Nanhai Oil Shumchun Development Joint Services
Corporation for the joint development of a deep-water harbour in
Mawan, Shenzhen. Mawan is about 26 km from the Shenzhen City
centre and 30 km from Zuhai. The first stage of the project will
involve the construction o:E a three kilometer sea wall at Mawan
to accommodate vessels up to 50,000 tons. The harbour, when
completed in the late 1980's, will have the capacity to handle
ten million tons of goods, a year. And it will bring about
significant improvement in sea trade and berthing facilities. in
the Pearl River area. A contract will be signed if the
feasibility studies and engineering reports carry favorable
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indications on project viability.
6.4.4 Air Transport
A heliport was constructed in Shenzhen last year. (Hong
Kong Standard, 7th April, 1983) It is mainly for the use of
companies involved in oil exploration in the South China Sea. A
ten- year contract was signed between the South China Offshore
Helicopter Service Corporation and the Singapore Airtrust group
of companies. A company is to be set up to operate four
helicopters supplied by the Singapore group under the agreement.
Recently, reliable sources said that the Chinese Government
has decided in principle to go ahead with plans for an
international airport to the west of Shenzhen. (South China
Morning Pos t, 9th Feb., 1984) Sources said the Shenzhen
authorities had studied the feasibility of building an
international airport on a site northwest of Shekou, and it is
believed that they have decided to give the green light to the
project 'after a great deal of discussion. However, details of
the planned project were not available.
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6.5 .Analysis
Out of the four areas under discussion, the problem is
least obvious in the supply of water. In the provision of
electricity, the China Light and Power Company has agreed to
supply 1 million kw. of electricity to Shenz h en every year,
which is more than adequate for the present need of Shenzhen.
Communication linkage has improved with the opening of the
microwave telephone service station in Shekou. The major
bottleneck is, therefore, in transportation.
In terms of sea routes, Shenzhen has very few good natural
harbours or deep water channels, which would facilitate the
establishment ,f an efficient water transportation system. In
general, with the possible exception of Chiwan, it is not
expected that sites along Shenzhen Wan or the Zhu Jiang Kou can
be developed into any large-scale modern ports. It is hoped,
therefore, that the development at Chiwan into a logistic base
for the South China Sea. Oil Exploration can help to relieve this
problem.
Road transport is primitive. The Pepsi-cola bottling plant
is an illustration. While it is one of Shenzhen's showpieces,
when it rains, the unpaved road to Pepsico's Shenzhen City
Happiness Drinks Factory turns into a strip of mud. (Fortune
18th April., 1983) Economic problems and bureaucracy are the
factors hindering road development. Priority of road works is
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given to the inter -regional liras. Local transport commands only
secondary importance. On the other hand, a well--quoted example
of bureaucracy on road construction is the section of road
connecting the main road network with Shekou. An engineer of the
the Guangdong Road Construction Bureau demanded a bribe for
timely completion. The refusal to pay the bribe led to a delay
of three months by leaving a small section of road uncompleted,
which in fact, required about a day's work!
The provision of a road network and the improvement of road
surface conditions are only the prerequisites for an efficient
transportation system. Of equal importance is the availability
of sufficient motor vehicles, together with labour having the
knowledge and skill to maint, in and repair such machines. At the
moment, most of the vehicles in use in Shenzhen are made in
China, and imported vehicles make up only a small portion of the
total. In the future, the number of imported vehicles is
expected to increase substantially to keep pace with the various
development projects in Shenzhen. The question is whether such
reliance on -imported vehicles is desirable and whether a motor
vehicle plant should be established in Shenzhen, the products of
which would be consumed locally and cai thin China.
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6.6 Conclusion
A well-developed infrastructure is the essential foundation
for any further industrial or commercial development. Provincial
and municipal authorities have unveiled plans for infrastructure
development in the SEZs, and a number of projects are actively
underway. However, investors must anticipate problems with
transport and, to some extent, communication and power for at




Industrial development is probably the most important focus
in the overall scheme of the Special Economic Zone. In August,
1981, 66 percent of the total number of investment projects in
Shenzhen were connected with manufacturing. (Economic Reporter
11th Nov., 1982) These include a wide variety of items, ranging
from the more basic light industries, such as textiles and
clothing, electronics and light metals, to industries that
require more advanced technology, such as motor vehicle assembly,
printing, container manufacturing and machine repair.
7 0 1 Industrial Location
Industrial development in the Shenzhen Municipality can be
classified into two broad regions: a) The Shenzhen Special
Economic Zone b) The Shekou Industrial Zone.
7.1.1 The Shenzhen Special Economic Zone
This zone extends from Bizijiao, through Wutong Shan,
Jigongling, Tanglang Shan, Xili Reservior and Nantou to Shekou.
Industrial growth is concentrated mainly in three districts:-
Shangbu, Shahe and Nantou.
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a) Shangbu District---- Shangbu is a ne r town situated to
the west of Shenzhen Town, which is situated to the west of
Shenzhen Old Town. Because of its geograghical proximity to
Shenzhen Town and the Luohu District, Shangbu is planned to be an
important centre for concentrated development. It is expected
that industrial growth will gather momentum in the near future.
b) Shahe District--- Shahe is located about 12 km to the
west of Shangbu and is planned to be a district for the
electronics industry. Compared to Shangbu, Shahe is less
favorably located, being further away from the Luohu/Shenzhen
centre. Development is thus at a slower pace.
c) Nantou District--- Nantou has an advantageous coastal
location at the western side of the Shenzhen SEZ. It will
provide water transport facilities for the area. The
construction of a wharf with a capacity to handle 50,000 dwt.
vessels is being considered.
The Shenzhen Special Economic Zone is under the Guangdong
Province Administration of SEZs, with negotiations for
development handled in Shenzhen. During the five-year period
from 1979 to 1983, 2512 overseas investment contracts were
concluded. The amount invested was nearly three billion Hong
Kong dollars, of which- 44 percent is industrial investment.
(Hong Kong Economic Journal April, 1984)
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7.1.2 S hekou Industrial Zone
Shekou is situated in the west of the Shenzhen SEZ. It has
the status of a separate special zone by itself. It is under the
Real Estate Company of Shekou Industrial Zone, a subsidary of the
China Merchants Steam Navigation Co. Ltd. of Hong Kong.
Negotiations for development are handled in Hong Kong. Shekou is
separated from the New Territories of Hong Kong by Hanhai Wan.
It is conveniently situated in terms of both land and sea
transport. While about 30 km from Shenzhen Town and 150 km from
Guangzhou by road, it is about 50 km from the Central District of
Hong Kong and 200 km from Guangzhou by sea.
Compared with other industrial districts in Shenzhen,
Shekou will specialize more on heavy industrial development,
which is usually capital intensive and space consuming. This is
to take advantage of the cheap land utility cost, low profits tax
and relatively long contractual period that are available in
Shekou.
Unlike the Shenzhen SEZ, most of the investments in Shekou
belong to the 'sole-proprietorship' or' joint--venture' types. In
fact, it has been specifically stated by officials from the China
Merchants Steam Navigation Co. Ltd. that development projects
under the 'intermediate processing' or 'compensation trade'




Industrial development in the Shenzhen Municipality has so
far been focused primarily on light industries. In 1980, light
industries accounted for 85 percent of the total value of
manufacturing production in Shenzhen. This figure has increased
to 93 percent in 19 81, (Shenzhen Special Zone Herald 24th Dec.,
1981) indicating that light industries were growing at a more
rapid pace than heavy industries.
Among the major light industries, food industries accounted
for nearly two-thirds of the total value of production. Other
light industrial production included building materials, forest
products, paper and textiles. Heavy industries were mainly
concentrated in machinery and chemicals. Since the injection of
foreign investment in Shenzhen, the variety of industries has
expanded greatly. In light industries, the Shenzhen factories
were engaged in only fifteen different kinds of products in 1977,
but the number had increased to more than one hundred and twenty
in 1981. (Shenzhen. Special Zone Herald 24th Dec., 1981)
Although detailed production statistics for major
industries have not been available since 1979) it can be noted
from reports of investment contracts signed that the electronics
industry and the textile industry are expanding most rapidly. It
is expected that, in the near future, light industries will
continue to dominate the industrial scene in Shenzhen. However,
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when Shekou is more fully developed with r.ore of its heavy
industrial plants in operation,, the industrial structure of the
area may change.
7.3 Land Utility Cost
In the Shenzhen SEZ, the land utility cost for industrial
undertakings ranges from HK$2 to HK$10 per sq. ft. per year
depending on the location (such as proximity to Shenzhen Town),
accessibility, infrastructure provision and the availability of
transportation facilities. By comparison, in the new industrial
estates in Hong Kong, commencing Is t Feb., 1982, the lease
premium for a 15-year lease is HK$825 per s. meter (Da Kung
Pao, 3rd Feb., 1982) i.e. about HK$5. 1 per sq. ft. per year. If
the land utility cost at Shenzhen can be maintained at the lower
scale of HK$2 to HK$4 per sq. ft., Shenzhen will be able to
compete favourably with Hong Kong, especially for space-consuming
industries. Lease periods are usually twenty years in the
Shenzhen SEZ, but are negotiable up to thirty years depending
mainly on the amount of investment and the technological level of
production. In the Shekou Industrial Zone, the lease periods are
usually for twenty-five years, renewable on application for
another twenty-five years. This again is more favourable than
the leasing condition in Hong Kong where the lease for industrial
land in the new industrial estates is usually fifteen years.
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7.4 Analysis
Low land utility cost is another competitive basis for
Shenzhen SEZ. However, the land regulations have been criticised
regarding basic questions of authority and administrative
procedures. For example, it is unclear to whom investors should
submit blueprints and construction plans after obtaining a 'land
use certificate.' There are also ambiguities in the determination
of payment of the land use fees.
Criticism of the new laws may be classified into two
categories:
a) unclear administrative procedures and
b) too much 'arbitrary' discretion conferred on the Chinese
authorities.
With respect to the first category, the ambiguities will
certainly be clarified and the necessary modifications be made.
As for the second, potential foreign investors will gradually
gain confidence if the decisions and exercise of discretionary




Though there may be a bit of uneasiness, foreign investors
should be aware that, traditionally, the Chinese legal system is
based on equitable doctrines, and the Chinese believe that overly





There is a good supply of semi-skilled and non-skilled
labourers in the Shenzhen area, which has a population of 450,000
people. The investors can operate their enterprises
independently in the special zone and employ foreign personnel
for technical and administrative work. However, as a general
rule, the priority for the recruitment of workers should go first
to the local people of Shenzhen i1ui. Lcipality. Staff rnenbers and
workers to be employed are to be recommended by the Special Zone
Labour Service Co. or recruited directly by the enterprises
through interviews and tests. An employment contract has to be
signed by both sides. Staff mambers or workers on admission are
to be trial-used for about three months to half a year.
Enterprises are able to dismiss staff members or workers that are
in excess, owing to the change of production and technical
conditions, or that are not meeting the needs of the enterprise
after training and are unable to be transferred to other parts.
For those employees who are in breach of the rules and
regulations and cause bad results, the enterprise can give them
warnings, record their demerits, reduce their wages or even expel
them from the enterprise, according to the seriousness of their
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mistakes. in case there is dispute in the course of
implementation of the contract, both sides should solve it
through negotiation or. the spirit of equality and mutual benefit.
If the dispute remains unsolved after negotiation, requests can
be made first to China's arbitration organization for mediation
or arbitration, or to an international arbitration organization,
recognized by both sides for arbitration.
82 Wage Scale
Generally speaking, the wage administration is governed by
'Provisional Provisions on Wages in the Enterprises in Special
Economic Zones in Guangdong Province. The details of which are
shown in Appendix 6. A full discussion is found in the Legal
System section. The general understanding here is that the wage
rate in the SEZ should be lower than that of Hong Kong but higher
than that of other parts of China. There are normally four
categories of labour in most industries and hence four different
wage rates: Probationary labourers are paid only HK$600 per
month. Contract labourers are employed for a period of three
months to one year, and the wage rate is at HK$700 per month.
Skilled labourers are paid HK$ 850-950 per month, while the
highest paid technical labourers receive around HK$1200-1400 per
month. Employers can arrange for special terms with their
employees, but the employment of labourers should normally go
through the China Labour Service Company.
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Enterprises are able to select the wage system, say,
reckoning by day, by hour, by month or by the piece of work
according to the requirement of their operations. As a whole,
the average wage of about HK$900-1000 per month is at least 30
percent lower than that of Hong Kong and will undoubtedly reduce




Low wages do not necessarily guarantee profits for
investors in Shenzhen. Says a Hong Kong banker deeply involved
in Shenzhen "You of ten have to hire three workers
there(Shenzhen) to do the job of one here in Hong Kong." Also a
manager from Hong Kong in a Shenzhen factory remarks; "The wages
are one-third to one-half of Hong Kong levels but so is the
productivity."
Low Labour productivity is a barrier to greater foreign
investment as it hits at the heart of China's chief competitive
advantage of low labour cost. Early investors in compensation
trade deals in Guangdong have discovered some of the problems of
coaxing high quality output from an of ten indifferent workforce.
This has been attributed to the 'iron rice bowl' mentality.
The Chinese authorities and management are now trying to
eradicate this mentality by linking wages to productivity.
Life-time employment was suppressed because it appeared to
discourage initiative and motivation. Workers are now paid on a
piece-rate basis in some ventures, and productivity has been
observed to increase. Further improvements will depend on the
ability of incentive schemes designed by the management of the
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ventures to motiva to workers
8.3.2 Low Labour Quality
Production of the SEZs is for export, and standards of
quality must be very tightly controlled to be competitive. Due
to the low labour quality, the rejection rate in new factories
built in Shenzhen is estimated to be very high.
This low labour quality turned the first manufacturing
investment in Shenzhen into a disaster. Harpers International,
(a Hong Kong subsidiary of the Malaysian Conglomerate Sime Darby)
set out to assemble Ford tourist buses and garbage trucks in what
was to be the first foreign automotive venture in China. When
work began in 1980, however, the Chinese labour force was proven
incapable of putting the vehicles together properly. They were
mostly farmhands, some of whom had never seen a screwdriver, of
says managing director Henry P. Lee, and there was no discipline
in the factory. Eventually, Harpers withdrew. As the workers
come mainly from the neighbouring farining and fishing villages,
they are usually lacking in manufacturing skills.
Currently, numerous factories are conducting their own
training courses/schemes in-house for their non-skilled and
semi-skilled labourers. However, it will take a reasonable time
for these trainees to get used to the new job. Meanwhile, most
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technicians are recruited rom Hong Kong. however, factories
near Shenzhen City must pay their Hong Kong workers 50 percent
more than what they are getting in Hong Kong to compensate for
the lack of 'entertainment life' in the SEZs. This undoubtedly
raises the labour cost.
8.3.3 Instability of Labour Force
The problem faced by investors in the earliest phase of
Shenzhen's development was instability of the labour force. Most
workers were brought in from other parts of Guangdong province,
and the proximity of Hong Kong proved too attractive a magnet for
many, who would attempt to emigrate illegally.
This problem, however, has been solved through increased




Labour is not only plentiful but is also relatively
inexpensive in Shenzhen SEZ However, of equal significance is
the quali ty and productivity of the work force. Many of them
have to be trained for the job. In terms of productivity, it is
without doubt that the efficiency of workers in Shenzhen today
cannot be compared with that of Hong Kong. However, much
improvement has been made recently with the recruitment of better
educated workers and the promotion of training programmes. On
the other hand, what annoys the investors most is the ambiguous
labour legislation. Much effort must be spent before the labour




The financial system of the SEZ is an important aspect,
which an investor should consider carefully before making any
investments. For any kind of capital investments, one should have
available many finance-related activities, such as borrowing,
insurance, foreign exchange, ....etc. Therefore, the importance of
a well-developed financial system to an investor is that, not
only can he satisfy the financial need of his operation, also, he
can avoid risks such as foreign exchange fluctuation and other
unpredictable disasters, which are insurable. In this topic, we
will focus on several areas: the banking system of the PRC,
foreign exchange control in the PRC and special provision in the
SEZ, currency in the SEZ, the role of the Bank of China group in
the SEZ, the involvement of foreign banks in the SEZ and finally
the peripheral financial services, such as insurance.
9.1 Banking System of the PRC
The banking system of the PRC is made up of five
member-banks, and each serves its function in the banking system.
A) The People's Bank of China- this is China's central
bank and its role is to look after business transactions (usually
big deals) inside China. It carrys out activities such as issuing
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Renpainbi (RMB) bank notes, monitoring China's monetary policy,
issuing goverrnnent bonds, and granting loans to municipal
enterprises. It sets up branches at various, major cities inside
China.
B) The Bank of China- this is China's foreign arm in
looking after international transactions. It carrys out
activities such as bringing in foreign investors, financing
foreign investments in China, financing China's overseas
investments, and operating foreign exchange control in China. It
is a commercial bank, and, yet, today it is entering the areas of
consultancy and investment. In 1981 and 1982, the Bank of China
set up 38 trust corporations and dealt with more than US$1
billion worth of business in China. It sets up branches overseas
and also at various major cities inside China.
C) The Savings Bank-- this is the bank that is involved in
the individual banking sector of the whole banking system. The
services provided by the-Bank are usually limited to deposit
taking and. remittance. Mere is no personal loan, house loan,
autoloan ...etc granted to individuals. The saving deposit
interest rate usually ranges from two per cent to four per cent
per annum. It sets up branches at various cities inside China.
D) The Farmers Bank- this is the bank that serves a
similar function as the Savings Bank. The individuals served are
different from the above Bank in that it serves farmers who are
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living in remote villages. As agriculture plays a very
significant role in China, this Bank also plays an important role
in the banking system of the PRC.
E) The Construction Bank - it is a newly established member
of the system that is responsible for the supervision of
investment loans. The operation of this Bank is only on an
experimental basis, but its status in the banking system is
almost certain.
9.2 Foreign Exchange Control in Both the PRC and SEZ
China's first official regulations on foreign exchange
control, the "Provisional Regulations for Foreign Exchange
Control of the People's Republic of China," were promulgated by
China's State Council on December 18, 1980. These regulations
govern all aspects of foreign exchange business, including those
involving individuals, state organs, foreign diplomatic missions
in China, enterprises owned by overseas Chinese and by foreigners
and participants in joint ventures.
9.2.1 Main Theme of the Provisional Regulations
The main theme of the regulations is to stop the
circulation and use of foreign currency in China and to require
that, unless specifically permitted under certain limited
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circumstances, all Chinese and foreign organizations and
individuals resident in China must sell all their respective
foreign exchange proceeds to the Bank of China. Therefore, the
Chinese parties of joint venture investments or loan agreements
are unlikely to have foreign exchange to pay their partners or
bankers. As specified in the regulations, those parties can
apply to the Bank of China to purchase foreign exchange in
accordance with the plan approved by the State or relevant
regulations.
9.2.2 Foreign Exchange Control Management
With respect to foreign exchange management, the Bank of
China operates under the supervision of the FX Control
Administration. Such an administration is charged by the above
regulations with the responsibility of centralized control and
unified management of foreign exchange. The FX Control
Administration, in turn, answers directly to China's State
Council on foreign exchange issues. Therefore, we can see that
the Administration is one to plan and coordinate various
FX-related policies in China, while the Bank of China is the
channel through which the policies are implemented.
9.2.3 Foreign Exchange Control in the SEZ
In the SEZ, the foreign exchange control is not as rigid as
that imposed in other parts of China, but transactions involving
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foreign exchange are still subject to the approval from the Bank
of China. The key points of the control in the SEZ are:
a) Joint ventures, though subject to Chinese FX control,
may be financed directly by foreign banks.
b) Each joint venture will be required to open an account
with Bank of China or other banks with China's approval in the
SEZ.
c) Any deal involving borrowing foreign exchange cannot be
concluded without approval from the Bank of China.
d) Salaries and other proper earnings of the employees who
are foreigners, overseas Chinese, Hong Kong and Macau
compatriots, after paying personal income tax, can be remitted
out of China through the Bank of China anf other banks in the SEZ
in line with the SEZ's FX control measures.
e) Due prof its of the investors after paying income tax can
be remitted out of China through the Bank of China or other banks
in the SEZ in line with the SEZ's FX control measures.
From the above measures in the SEZ, we found that the FX
controls there are less, rigid compared with those in the
mainland. However still a substantial number of practical
problems exist. We will discuss this later with the problems that
exist in the SEZ. And we will also suggest some solutions to the
problems.
9.3 Currency in the SEZ
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At the present ii?znent, there are three kinds of currency
circulating in the SEZ: Renminbi, Foreign Currency Coupons and
the Hong Kong dollar. Renminbi is the domestic currency in the
PRC. In China, there is a regulation that imported goods from
foreign countries cannot be purchased with Renminbi. They can be
purchased only with the Foreign Currency Coupon, which is a
currency issued by the Chinese Government in exchange for one t s
foreign currencies. Such coupons are also a domestic currency
that circulates in many parts of China. The Hong Kong dollar
cannot be circulated in other parts of China except the SEZs.
9.3.1 A Special Currency in the SEZ
Since there are three currencies circulating in the SEZ, we
can see that the money market in the SEZ is highly confusing. The
Hong Kong dollar is definitely a more ideal currency there
because it is an international currency. And it certainly makes
the Renminbi a weaker currency in the SEZ. Moreover, allowing
Hong Kong dollars to circulate in the SEZ results in a loss of
over HK$ 10 million to China because if the dollars were
collected and put into the banks in Hong Kong, China could earn
this amount of money as interest. Besides loss in interest, the
recent weakness of Hong Kong dollar has also caused an invisible
loss to the Chinese Government. Therefore, many scholars of China
have proposed that the SEZs issue a special currency, that would
replace the existing three currencies. Such a currency would be
one that has sufficient foreign exchange reserves and a freely
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floating exchange rate. We will examine this suggestion in
greater depth when we discuss the problems existing in the SEZ.
9.4 Role of The Bank of China-Group (BOC Groups in the SEZ
There are 13 member-banks of the Bank of China Group. The
group is headed by the Bank of China, China's external financial
arm. More active members of the group include The Bank of
Communications, Nanyang Commercial Bank and China State Bank, all
of which are substantially involved in the SEZ.
9.4.1 Group's Role in Financing Projects
Foreign investments in the SEZ demand sizable credit, both
in the start-up stage and the operation process. Because of its
ties to both China and Hong Kong, the Bank of China Group has
many business opportuniftes. Up to the end of 1983, the group had
financed about 80 projects in. the SEZ, amounting to 350 million
Hong Kong dollars. An example is the Kwok Wah Engineering &
Trading Company, which overhauls minibuses and light trucks, and
is financed by the Bank of Communications. Other member-banks,
such as the Nanyang Commercial Bank and the China State Bank,
are, so far, involved in s.mall-size project financing only. The
way in which the Bank of China Group finances the investment
projects takes two forms: direct lending by the Group and
syndicate loans with the Group as manager.
62
9.4.2 Group's role as Loan Guarantor
Another involvement of the Bank of China is that it acts as
a guarantor or a witness of loan contracts. The Bank will take
0.1% commission per year on loans guaranteed by it, but in most
cases it acts only as witness. If the Bank refuses to sign even
as witness on any loan agreement, the lender should really give
the matter more thought From past experiences, loans with the
Bank of China acting as witness, will be granted exchange
approval almost at the same time.
9.4.3 Group's Role in Direct Investment
In early 1983, the Bank of China Group :perimentally
cooperated with companies in Hong Kong and became involved in
some investment projects in the SEZ. This is a direct investment
by the Group and right now the scale of operation is still quite
small.
9.4.4 Group's Role as An Intermediary
Besides financing and investing, the Group has been an
important intermediary between Chinese corporations and foreign
investors. In 1983, the Group directed 50 enquiries into the SEZ,
and about 10 of them were successsful. The group also handled
thousands of letters from the inland corporations. However, with
the opening of the representative office of the Shenzhen SEZ in
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Hong Kong, the Shun Yip (S. Z.) Trading Co., Ltd., the workload of
the Bank of China Group in trade enquires relating to S hey zhen
will be reduced.
9.5 Involvement of Forei Banks in the SEZ
At present, more than ten foreign banks have established
their representative offices in the SEZ. Of these, only Nanyang
Commercial Bank, one of The BCG, is allowed to provide full
banking services. The Chinese Government welcomes foreign banks
to set up branches or representative offices in the SEZ. Before
granting permission to operate in the SEZ, the officials check
the business performance of an applicant and also its proposed
plan in the SEZ. Not every applicant will be granted a branch
right, rather, it depends on what kind of business the bank would
be doing or whether the bank can bring in investors.
Banks, which are particularly active in China, include the
Hong Kong Bank, the Bank of East Asia, Ltd. and the First
National Barak of Chicago. The Horg Kong Bank is the most active
foreign bank in China, notably in Guangdong Province and
Shanghai, where it has a branch. It has financed many projects in
China, such as manufacturing, prawn farms and hotels, with or
without the guarantee of the Bank of China. The Bank of East
Asia, Ltd. has financed the Hong Kong Soya Bean Co. Ltd. `s dairy
farm in Shenzhen. Everyday, this farm produces a substantial
volume of milk and is a major supplier of dairy products in Hong
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Kong,. Other banks, such as the Bank of Tokyo, the Chartered
Bank, and the Sun Hung Kai Bank, are less active at the present
moment. They have been involved in financing a few projetcs, but
the chief duty of their banking officials there is to attend
special occasions, such as trade fairs.
9.5.1 Future Role of Foreign Banks
The future role of foreign banks in the SEZ will be that of
"middlemen," channelling investments and introducing business to
China. At the same time, the Bank of China will continue to
expand its scope as China's only foreign exchange bank. But in
expanding its role, the Bank of China undercuts business
opportunities for foreign banks, who could lend into China if the
Bank of China were not dominating the scene. Senior Chinese
officials look to foreign banks more for business than for funds,
they prefer the foreign banks' involvement as "investment
brokers," who can introduce them to foreign customers on
particular projects. Commercial banks in Hong Kong, for starters,
are likely to become more involved in financing support-base
services for South China Sea oil ventures. There are a few areas
in the SEZ, such as the Nantou Peninsula, that are ideal
support-bases for the Pearl River E s taury oil field, and this
certainly represents an opportunity for bankers who operate in
the SEZ.
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906 Peripheral Financial Services
Peripheral financial services refer to those services other
than traditional lending and deposit taking. Examples are
insurance, factoring and leasing.
Investors can apply for insurance policies at the People's
Insurance Co of China (PICC) in the SEZ. It provides all-risk
insurance for foreign investors/contractors dealing with China,
construction insurance, performance bonds and "political risk."
The premium for "political risk" is 0.9%. Coverage has also
expanded to take in materials imported into China for processing,
compensation trading, equipment imported with foreign loans and
property owned by joint ventures. Recently, about 20 large
Japanese insurance companies have proposed to the PICC to act as
its underwriters, but nothing concrete has been concluded. If the
deal is successful, it means a major development in the insurance
business in China.
At present, there are no leasing companies in the SEZ. All
the leased equipment used in the SEZ is leased through a Chinese
leasing company in Hong Kong. an the near future, that leasing
company will set up an office in the SEZ, and such facility will
certainly provide flexibility to all investors in meeting their
capital needs.
9.7 Problems Encountered in China's Foreign Exchange Control
66
As we have mentioned in the previous sections, the Chinese
parties of any contracts or loan agreements do not have foreign
exchange funds under their own control with which to make
payments. And thus they have to apply to the Bank of China for
such funds. The problems are:
a) The Chinese obligors may not have an
authorized allocation of foreign exchange for making payments.
b) Even if such allocations are authorized, the foreign
exchange may not be actually made available by the Bank of China
to the relevant Chinese organization.
Therefore, there is a phenomenon in the SEZ that, unless
the finished products are for export, Chinese corporations have
difficulty in repaying foreign loans or distributing profits to
foreign partners. Some corporations have suggested barter trade,
but most investors would prefer payment in acceptable foreign
currencies.
9.7.1 Foreign Exchange Authorization
Chinese organizations, as a fundamental matter, cannot gain
access to the Bark of China's foreign exchange vault wi thou t
evidence satisfactory to the Bank of China that their particular
requests are covered by allocations of foreign exchange to such
organizations for such purposes that accord to the plan approved
by the State. The authorization process can sometimes be a long
and tedious process.
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9.7.2 Foreign Exchange Availability
It is reported that all Chinese corporations in the
Guangdong Province with surplus foreign exchange may sell their
excess foreign exchange to other Chinese enterprises that have
received allocations under the State plan. All those transactions
are done in the Guangzhou Branch of the Bank of China, and the
Bank charges a small brokerage fee for those transactions. The
problem is that the demand for foreign exchange is always higher
than the supply of foreign exchange. The exchange rate for such
transactions is reported to have gone as high as 3.2 RMB to 1
US$, much higher than the official rate of 1.96 RMB to 1 US$.
Therefore, those corporations that get allocations but are low in
the priority list have been unable to obtain ann fore gn exchange
from the Bank.
9.8 Solutions to The Foreign Exchange Problems
In order to avoid the risk of their Chinese partners not
having an allocation of foreign exchange, foreign investors are
reminded that the nature of their operations in the SEZ are in
line with the State plan of Foreign Exchange Approval.
In order to make sure that there is foreign exchange
actually available to their partners, foreign investors can
require their Chinese counterparts to apply for a Bank of China
guarantee of exchange availability. Such a Bank of China
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guarantee of exchange availability reportedly must be expressly
requested by the Chinese party requiring foreign exchange, and it
is the requesting Chinese party and not the foreign obligee, who
is the beneficiary of the guarantee. Foreign exchange payments in
respect of transactions authorized by the State are entitled to
such guarantees from the Bank of China. 'therefore, it is
advisable to any foreign investors that their contracts should
contain provisions to adequately ensure that their Chinese
contracting party has applied for and received such a guarantee
of exchange availability.
9. 9 Possible Problems For a SEZ Currency
As stated previous _y, confusion in the circulating
currencies and the resulting loss in interest revenues may
justify the SEZs in issuing a SEZ currency, which would be common
to all SEZs, and have sufficient foreign exchange reserves and a
freely floating exchange rate. Although there sound arguments for
the issue, the risks from currency speculation should not be
overlooked. Owing to the rigidity of the Chinese barking system
and its inexperienced banking personnel, one wonders if an SEZ
currency is a realistic solution to the problem. The rapid
fluctuation of the international currency market requires a team
of very experienced and talented banking personnel, which the SEZ
now lacks, or else the drain of foreign reserves could be more
than HK$ ten million a year. Therefore, it is not the right time
for the SEZs to issue a particular currency. It would be better
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to provide banking personnel in China with adequate training and
exposure before issuing any new currency.
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CHAPTER TEN
LEGAL ENVIRONMENT OF THE SEZ
The Chinese usually do business on the basis of mutual
understanding and good faith from both parties. They believe in
simple and straight- forward agreements. Therefore, people tend
to ignore the importance of a legal framework, and this certainly
poses a risk to foreign investors. With the establishment of the
SEZs, China is more aware of this importance, and the enforcement
of a proper legal framework is definitely a means to build up
investors' confidence. In this topic, we will discuss the
commercial laws that are now practised in the SEZ. We will also
mention other elements of the legal system, such as the
arbitration office and the legal service centre.
10.1 The Joint-Equity Law
On July 8, 1979, before announcing the idea of SE?s, China
promulgated a pathbreaking law allowing foreign investment to
take place inside the country. The law was entitled "Law of the
People's Republic of China On Joint Ventures using Chinese and
Foreign Investment." The basic aim of this law was to increase
international economic cooperation between China and foreign
countries through technological exchange. This law also provided
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a solution to any possible conflict of interest in joint
ventures. Although this law was so simple in format that in some
areas it was quite ambiguous, it laid down the principles
governing the formation and operation of joint ventures in China.
10.2 The First PRC Regulations on SEZs in Guangdong Province
This set of regulations was passed on August 26, 1980, at
the 15th session of the Standing Committee of the Fifth National
People's Congress of the PRC. It was the first set of rules that
legalized the SEZs and their essential policies and measures.
These rules also set up guidelines for preparing future
regulations in the SEZs. Under the, rule, the assets, profits and
other legitimate rights and interests of foreign investors would
be protected by the Chinese government. The rules also, in
general terms, covered topics, such as profits, taxes, import and
export duties, real estate management, entry and exit procedures.
More detailed regulations concerned with these and other topics
were later promulgated in 19 81, and they will. be dealt with in
the next section.
When this set of regulations was first published, it
received mixed response. While, on one hand, some people welcomed
such a move as attempt to suit the specific conditions and
.demands of the external world, other people criticised the rules
as being too general, lacking in flexibility and not touching
upon issues, such as the rate of personal income tax and
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commercial arbitration, which foreign investors were eager to
know. Nevertheless, the move represented a major step in which
China practised its open-door policy.
10.2.1 Four SEZ Laws on Registration, Land Usage, Visas, and Labor/Wages
(Details of the Laws' content are found in the Appendix)
In pursuance to the first set of regulations on the SEZs in
Guangdong Province, four laws were passed by the 13th session of
the Standing Committee of the Fifth Guangdong Provincial People's
Congress on November 17, 1981, which covered the Registration of
Enterprises, Land Usage, Visas, and Labor/Wages. These four laws
further define the specific policies and measures in legal form.
10.2.1.1 Key Issues in the Labor/Wage Law
a) Investors can operate their companies independently in
the SEZ and employ foreign. personnel for technical and
administrative work.
b) -Staff members and workers to be employed are to be
recommended by the Special Zone Labor Service Co. or recruited
directly by the companies through tests and interviews.
-An employment contract has to be signed by both sides.
-Staff members or workers on admission are to be
trial-used for about three months to half a year.
-Companies are able to dismiss staff members or workers
that are in excess, owing to the change of production and
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technical condition, or that are not meeting the needs of the
company after training and are unable to be transferred to other
posts.
-For those who are in breach of the rules and cause bad
results, the companies can give them warnings, record their
demerits, reduce their wages, or even expel them from the
companies according to the seriousness of their mistakes.
c) Companies are able to select the wage system, say,
reckoning by day, by hour, by month or by the piece of work
,according to the requirement of their operations.
10.2.1.2 Key Issues in the Visas Law
a) Foreigners setting up factories or other undertakings in
the SEZ, and those having bought houses or often residing in the
SEZ with the necessity of frequently going in and out, can apply
for the entry and exit visa effective for multiple times, upon
producing certifying documents issued by the Special Zone
Development Company.
b) For communication and transportation means used by the
companies in the SEZ and going between the SEZ and Hong Kong and
Macau, pass certificates can be issued upon the approval by the-%-
departments concerned of the SEZ.
(Laws on land Usage are discussed in the topic of PREFERENTIAL
TREATMENT)
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After examining the four laws, we found that the company
registration and entry/exit arrangements had generally been
welcomed, particularly mu.ltiple reentry permits, which would do
away much of the inconvenience and irritation previously
incurred. The hiring and firing of workers and staff, as well as
the basic requirements of labour are covered, plus the terms
offered on the utilization of land (discussed in the topic of
PREFERENTIAL TREATMENT), which were generally regarded as
favorable.
10.2.2 Ambiguities in the SEZ Laws
A) Law on Company Registration
Foreign ventures, equity joint-ventures and 'cooperative
enterprises' are required by the regulations to register with
the SEZ administration of industry and commerce before
beginning operations. The term 'cooperative enterprises'
refers to the non-equity or contractual joint-ventures, which
account for much of foreign economic activity. The rules,
however, do not specify whether only the foreign company or
also the Chinese partner must register.
B) Law on Labor/Wage
The law appears to offer a greater flexibility for
companies by permitting them to negotiate labor contracts with
individual workers, instead as under national rules, with the
labor union. However, all labor contracts should be approved
by the local labor bureau. Concern has been raised by the lack
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of criteria on which approval is based and whether a right of
appeal exists. As the law contains no wage guidelines, leaving
wages, subsidies and incentives systems, the labor bureau may
exercise its power to veto compensation arrangements they find
unsatisfactory.
Another ambiguity relates to the ability to dismiss
workers who become redundant in the light of technological
developments, which can happen only if there is no way to
transfer' the workers. In case there is a dispute, the local
labor bureau will be the one to rediate, and this causes
uncertainty to the investors.
A further uncertainty lies in the right to discharge
workers who violate company regulations and cause 'harmful
results,' which must be 'reviewed and recorded' by the labor
bureau.
C) Law on Land Use
The criticisms are discussed in the topic of PREFERENTIAL
TREATMENT.
10.3 The Shenzhen SEZ Contract Rules
This new set of rules was issued on February 7, 1984 and
the full Chinese text of the law, comprising seven chapters
and 41 regulations, was published in Wen Wei Pao (a leftwing
press in Hong Kong). This law makes contracts signed between
foreign and Chinese parties legally binding on both parties
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and stipulates that the implementation of contracts will be
monitored by the Shenzhen Comme rcial and Industrial
Administrative Control Bureau. The law applies to contracts
signed for various forms of trade co-operation, including
joint ventures, co-production agreements, compensation trade
and assembling work undertaken in the SEZ. Provisions for the
amendment of contract terms, as well as dissolution and
termination of contracts, are also included in the law.
Finally, the law may also be applied to the other three SEZs:
Zuhai, Shantou and Xiamen.
This set of contract laws received mixed reactions from
people. While some people described it as 'fairly detailed
and impressive,' others said the law provides only broad and
slightly vague guidelines. Contract law- the basis of all
business activity- is the rrDs t complicated commercial law. The
implementation of contract law would need the back-up of other
commercial laws, such as bankruptcy laws and company laws,
which are lacking in China. Therefore, there are bound to be
loopholes in its practices. Nevertheless, its promulgation
means a major step in China's legal system, and the situation
will improve if other back-up commercial laws are brought into
practice.
10.4 Arbitration Office
On April 2, 1984, China opened its second arbitration
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centre of ter Beijing in Shenzhen. Eight 1iong Kong
professionals and businessmen have been appointed as
arbitrators to that office. These people represent various
disciplines and have wide knowledge of the nature of economic
disputes. The office is under the control of the China Council
for the Promotion of International Trade (CCPIT), and the
office is set against a background of increasing conflicts in
contracts signed with foreign investors in the SEZ. At
present, the law of arbitration in China is not very
comprehensive, and it cannot meet such an increasing need in
the SEZ. A more comprehensive set of arbitration laws is now
under draft, and it will be promulgated soon.
China is also considering joining an international
convention to ensure that arbitral awards made in the country,
such as in the SEZs, will be executed in other countries and
vice-versa. At present, China is not a signatory to the
convention, and this has given rise to problems, as arbitral
awards made in China may not be carried out by foreign
parties. By the same token, foreign investors might also fear
t hat fo reign arbi tral awards would not be executed in China.
As the SEZs become mare internationally involved, the scope of
arbitration also needs to be enlarged. Therefore, it is wise
for China to join the convention to ensure mutual assurance of
enforcement of arbitral awards.
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10.5 The SEZ Legal Service Centre
This is a recently formed office that provides legal
advice to foreign investors. There are six to seven lawyers
working in the office, who will charge the clients according
to a specified rate. Undoubtedly, the establishment of such a
service centre will help to clear many of the ambiguities that
exist in the SEZ Laws.
10.6 Problems in the SEZ Legal System
Although the legal framework in the SEZ is more
comprehensive than in the other parts of China, it is not
wi thou t practical problems. The most controversial issue,
which has aroused a lot of debates recently, is, notably, the
bankruptcies wrangle in the SEZ.
10.6.1 Bankruptcies Wrangle in the SEZ
The recent failure of two companies in Hong Kong, the
LMK Nam Sang and the Goodyear group, has thrown up a thorny
issue in the SEZ. LIK's wholly-owned subsidiary in the SEZ,
the LMK Nam Sang Dyeing Factory, and Goodyear's joint venture
in the SEZ, the East Lake Hotel, have been put into
receivership by creditor barks, but this is contested by the
SEZ authority.
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The core of the problem is that there are jurisdictional
differences between China and the outside world. Receivership
across national borders is always a tricky matter. But these
cases are further complicated because China has no
receivership laws covering foreign enterprises or joint
venture projects. To place those projects under receivership
was deemed necessary to protect the creditor banks' interest.
However, the SEZ authorities would not allow creditors to
wind-up LMK's and Goodyear's investment there. The only
acceptable way they see of handling those investments in the
SEZ is to transfer then to a third party. Under the Shenzhen
joint venture law, enterprises, which have to interrupt their
operations, should submit their reasons to the department
concerned in the SEZ, go through the procedures, and clear th
debts. Their assets can be transferred and their funds can be
remitted out of China. Joint ventures can be dissolved only
when the co-operation agreements expire or the ventures suffer
from serious losses.
Therefore, the lack of bankruptcy laws covering foreign
enterprises and joint ventures projects in SEZ will. cause the
rights of foreign creditors in the SjEZ to be unprotected. And
it has definitely caused problems in lending to projects in
China. The need for such a set of regulations is urgent, and
its existence will certainly reduce friction in the future.
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10.7 Conclusion
A sound legal framework is important in building
confidence amongst investors. The laws, so far promulgated,
are basically vague principles of law. Their exact meanings
are subject to debate until more refined details are
announced. Moreover, laws governing banking operations, patent
rights, arbitration, imports and exports, management of
industry, commodity inspection and technical transfer are
still being drafted. Therefore, the crudeness of the existing
legal framework demands more effort and improvement.
In comparison with the past few years and also with
other parts of China, the existing legal system of the SEZ has
been improved and _s still progressing. For example, there are
now six to seven lawyers and a legal service centre to aid
investors and their Chinese partners before they sign any
contractual agreement. In the long run, the soundness of the
legal system lies in the legal personnel in China arid,





The idea of preferential treatment is a scheme that the SEZ
authorities used to attract foreign investments in the SEZ.
Another objective of the treatment is to shift the previous
emphasis on real estate and tourism development into long-term
industrial development. As can be seen from the terms offered,
special treatment is given to industrial investment in land
usage, taxation and other areas of imports and exports.
11.1 Treatment in Land Usage
The terms of land usage in the SEZ were specified by the
SEZ Law on Land Control, which was promulgated on November 17,
1981.
A) The maximum periods of utilization of land by investors in
different fields are as follows:
-Industrial land: 30 years
-Commercial land (including restaurant): 20 years
-Residential Property development: 50 years
-Tourism: 30 years
-Agriculture (farming, animal husbandry, poultry and fish
raising): 50 years
-Educational, medical, etc: 50 years
After expiration of the lease, investors can continue, if
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necessary, the contract with the approval of the zone's
competent autho ri ties.
B) The land utilization fees vary with the place, type of
business and period of utilization. For every square meter
per year, the fees (in Renminbi) are as follows:
(At present, 1 US$= 2 Ren mi nbi)
-Industrial land: 6-30 Renminbi
-Commercial land (including restaurants): 40-200 Renminbi
--Residential property development: 18-60 Renminbi
-Tourism and construction use: 35-100 Renminbi
-Agriculture: to be set seperately
-Educational, etc: special preferential rates to be fixed
separately.
From Jan 1, 1982 on, the eland' utilization fees will be
readjusted every 3 years, the range of variation will not
exceed 30%. Therefore, from the above rates, investors pay
less for land in a year in the SEZ than they do for 1 month in
Hong Kong.
C) In order to encourage investors to invest and establish
f.act.ories, as well as other enterprises here, before 1985, 30%
to 50% of the land utilization fees will be reduced on the
basis of the above rates. The rate of reduction will vary
with the location and form of the land. For the utilization
of those undeveloped lands, such as deserted slopes, hillocks
and swamps, the land utilization fees will be exempted for one
to five years according to its use.
83
D) Investors initiating undertakings of education, culture,
science and technology, medicine and hygiene and social
welfare are given special preferential treatment on land
utilization fees. Items with specially advanced techniques and
that are non-profitable can be exempted from such land
utilization fees.
E) The method of payment for land utilization fees:
The payment can be completed at one time, or in two years with
no interest added or can be made in yearly installments, with
8% interest added. If the fees are readjusted, payment should
be made according to the readjusted figures.
11. 1. Criticism of the SEZ Law on Land Control
Criticism of the law may be classified into two
categories:
a) Unclear administrative procedures, and
b) Too much 'arbitrary' discretion conferred on the
Chinese author hies.
For example, it is unclear to whom investors should submit
blueprints and construction plans after obtainir a land use
certificate.' There are also ambiguities in the determination
of payment of the land use fees.
With respect to the unclear administrative procedures,
the ambiguities need to be clarified, and the necessary
modifications should be made. As for the other, potential
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foreign investors will gradually gain confidence if the
decisions and exercise of discretionary power by the Chinese
authorities are seen to be fair and reasonable. Foreign
investors should be aware that, traditionally, the Chinese
legal system is based on equitable doctrines, and that overly
explicit legislation may potentially lead to injustice.
11.2 Treatment in Taxes and Duties
The income tax rate of the SEZ's enterprises is 15%,
with no local surtax. In Shekou, the industrial region of the
SEZ, the income tax rate is only 10%, that is, lower than that
in Sri Lanka and Malaysia. Other treatments in taxes and
duties are:
a) For companies that are set up within the period as from
August 26, 1980, the day of promulgation of the regulations on
the SEZs in Guangdong Province, to August 26, 1985, or that
with a total investment up to US$5 million, or that with high
technology and with a reasonably long period for the revolving
fund, special treatment in the form of 20-50% tax reduction or
tax exemption of one to three years will be given.
b) Investors with profits reinvested in the SEZ, for not less
than five years can apply for the reduction of or exemption
from the income tax of the sum reinvested.
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c) For the import by SEZ enterprises of machinery equipment,
spare parts and accessories, raw materials, means of transport
and other means of production badly needed for production,
import duties are exempted.
d) For daily-used necessities, taxes are levied separately or
a certain deduction or exemption can be allowed for import
duties in accordance with specific conditions.
11.2.1 Responses of the Preferential Treatment in Taxes and Duties
The treatment has received warm acceptance in general,
and the regulations have a strong appeal to foreign firms.
The 15% corporate income tax in the SEZ (10% in Shekou)
is considered to be lo:a.
The one to three years of tax exemption period or the
20-50% tax reduction are particularly encouraging to large
scale investments in the SEZ.
The exemption or reduction of taxation from the profits
gained by reinvestment is another point rendering great
encouragement to those who intended to invest in the SEZ.
11.3 Other Treatments
A) Products produced by those enterprises in the SEZ are
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mainly for export, as they can earn foreign exchange for the
Chinese governments But those products that are largely made
from domestic raw materials, components, or parts for of which
investors have virtually provided advanced technology and
equipment, an appropriate proportion of them can be sold in
the domestic market.
B) Enterprises in the SEZ using Chinese made machinery,
equipment, raw materials and other products can be given
preferential treatment in accordance to the export prices than
of the same type of Chinese commodities, and with the account
settled in foreign exchange. Those goods and materials can be
transported directly to the SEZ.
11.4 Conclusion
The SEZ authorities know the importance of a
comprehensive taxation system and have been working hard to
come up with one that can attract substantial foreign
investments. In the past, the development emphasis of the SEZ
was placed on real estate and tourism The preferential
treatment given to indus trial investments has indicated that
the authorities are now looking for long-term industrial
development in the SEZ. However, the effectiveness of the
treatment is highly dependent on the world's economy. If the
export markets do not show recovery, the, interest of foreign




Shenzhen is a unique town located at the border between
China and Hong Kong. Because of its proximity to Hong Kong, it
possess better conditions than in the other provinces of China,
and it is the largest, most advanced SEZ in China.
Although Shenzhen is the fastest growing SEZ, it is not
without its problems. The shortage of electricity, the lack of
skilled labor, the shortage of raw matrials/spare parts and the
control of foreign exchange are problems that investors are now
facing. But the situation is improving.
In the future, priority c,- investment will be given to
export- oriented products, such as electronics, textiles, dairy
products, petrochemicals and machinery.
12.1 The role of Ilong Kong
Most of the SEZ's valued foreign investments come from Hong
Kong. For instance, about 90% of the investment in Shenzhen was
made by Hong Kong investors. Therefore, Hong Kong will continue
to be an important factor in the future development of S henzh en.
With the combination of a free economy and a Chinese
culture, Hong Kong provides unique advantages to Shenzhen.
Besides being one of the world's leading financial centres, Hong
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Kong offers a well-developed marketing and distribution system,
which has access to the most important markets in the world. Hong
Kong also provides essential managerial skills and
entrepreneurial talents to give Shenzhen the flexibility and
adaptability it needs to ensure competitiveness in the
international markets. It is expected that the Shenzhen
authorities will exploit and maximize the benefits that Hong Kong
provides.
12.2 Oil Development in the South China Sea
The importance of Shenzhen (especially the Shekou
industrial area) may grow dramatically as the oil exploration in
the South China Sea gets fully underway. Three locations near the
Shekou Industrial Area, Wuwan, Chiwan and Mawan, are ideal
logistic bases for the offshore oil exploration in the Pearl
River Estuary. Offshore oil activities are also likely to alter
the industrial structure of Shenzhen, as oil refineries,
petrochemical chemical plants and exploration servicing
industries are developed. And it certainly provides opportunities
for bankers and companies in relevant industries.
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.12. 3 Conclusion
The open-door economic policy of China appears to be here
to stay, and it will continue to absorb foreign capital, actively
but cautiously, to boost foreign trade and to develop economic
and technical cooperation with overseas countries. The strategic
locations of Shenzhen, with its proximity to Hong Kong and the
oil exploration in the South China Sea, will give the SEZ vital
importance in the economic development of China.
As the legal framework and the financial system in Shenzhen
become more fully developed, and as the SEZ authorities adapt
themselves to international business, investment in the SEZ will
continue to grow, and the proportion of investments by non-Hong
Kong investors will certainly increase.
Geographical Locality of Shenzhen SEZ
Area of Shenzhen: 2,020 square kilometres
Area of Shenzhen SEZ: 327.5 square kilometres
1 Proposed site for a nuclear power plant
2 Logistics base for South China Sea Oilfield
3 ProDosed oetrochemical base
General Outlay of Shenzhen SEZ
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Chapter l - General Principles
Article 1. Certain areas are delineated from
the three cities of Shenzhen, Zhuhai and
Shantou in Guangdong Province to form special
economic zones (hereinafter referred to as
special zones) in order to develop external
economic cooperation and technical exchanges
and promote the socialist modernization pro-REGULATlO44S OF PRC ON
gram. In the special zones, foreign citizens,
overseas Chinese, compatriots in Hongkong andSPECIAL ECOMONHUC ZONES
Macao and their companies and enterprises
(hereinafter referred to as investors) areIM GUANGOOII3 PROVINCE
encouraged to open factories or set up enter-
prises and other establishments with their own
investment or undertake joint ventures with
Chinese investment, and their assets, due profits
and other legitimate rights and interests are
legally protected.
Article 2. Enterprises and individuals in the
special zones must abide by the laws, decrees
and related regulations of the People's Republic
of Cliina. Where there are specific provisions
contained in the present regulations, they have
to be observed as stipulated herewith.
Article 3. A Guangdong Provincial Adminis-
tration of Special Economic Zones is set up to
exercise unified management of the special
zones on behalf of the Guangdong Provincial
People's Government.
Article 4. In the special zones investors are
offered a wide scope of operation, favourable
conditions for such operation are created, and
stable business sites are guaranteed. All items of




banks set up in the special zones with China's
breeding and poultry farming, tourism, housing
approval.
and construction, research and manufacture
Investors can apply for insurance policies at
involving high technologies and techniques' that
the People's Insurance Company of China in the
have positive significance in international
special zones and other insurance companies set
economic cooperation and technical exchanges,
up in the special zones with China's approval.
as well as other trades of common interest to
Article 9. Products of the ent_ rprise in the
investors and the Chinese side, can be
special zones are to be sold on the international
established with foreign investment or in joint
market. if an enterprise wants to cell its pro-venture with Chinese investment.
ducts in the domestic market in China, it must
Article 5. Land-levelling projects and various
have the approval of the Guangdong Provincial
public utilities in the special zones such as water
Administration of Special Economic Zones and
supply, drainage, power supply, roads, wharves,
pay customs duties.
communications and warehouses, arc undertaken
Article 10. Investors can operate their enter-
by the Guangdong Provincial Administration of
prises independently in the special zones and
Special Economic Zones. When necessary,
employ foreign personnel for technical and
foreign capital participation in their develop-
administrative work.
ment can be considered.
Article 11. If investors want to terminate
Article 6. Specialists at home and abroad
their business in the special zones, they should
and personages who are enthusiastic about
submit the reasons for their termination to the
China's modernization program will be invited
Guangdong Provincial Administration of Special
by each of the special zones to form an advisory
Economic Zones, go through related proceduresboard as a consultative body for that special
and. clear the debts. The assets of the closed
zone.
enterprises can be transferred and the funds can
be remitted out of China.
Chapter 11- Registration and Operation
Chapter III- Preferential TreatmentArticle 7. Investors wishing to open factories
or take up various economic undertakings with Article 12. The land in the special zones
investment should apply to the Guangdong Pro- remains the property of the People's Republic
vincial Administration of the Special Economic
of China. Land to be used by investors will be
Zones, and will be issued licenses of registry and provided according to the actual needs, and the
use of land after examination and approval.
length of tenure, rent and method of payment
Article 8. Investors can open accounts and
will be given favourable consideration according
deal with matters related to foreign exchange in to the different trades and uses. Concrete
the Bank of China in the special zones or other methods will be specified separately.
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Article 13. Machinery, spare parts, raw prices will be offered on the basis of the export
materials, vehicles and other means of pro- prices of China's similar commodities and settled
duction for the ente'rprises in the special, zones in foreign exchange. These products and
are exempted from import duties. The necessary
materials can be shipped direct to the special
consumer goods shall be subjected to full or
zones with the vouchers of the selling units.
lower import duties or exempted, depending on
Article 18. Entry and exit procedures will be
the merits of each case. Imports of the above-
simplified and convenience offered to the foreig-
mentioned goods and exports of products of the
ners, overseas Chinese and compatriots in Hong-
special zones must go through existing customs
kong and Macau going in and. out of the special
procedures. zones.
Article 14. The rate of income tax levied on
the enterprises in the special zones is to be 15%.
Chapter IV- Labour ManagementSpecial preferential treatment will be given to
enterprises established within two years of the Article 19. Labour service companies are to
promulgation. of these regulations, enterprises be set up in each of the special zones. Chinese
with an investment of USS5 million or more, staff members and workers to be employed by
and enterprises involving higher technologies or enterprises in the special zones are to be recom-
having a longer cycle of capital turnover. mended by the local labour service companies or
recruited by the investors with the consent of
Article 15. Legitimate after-tax profits of
the Guangdong Provincial Administration of
the investors, salaries and other proper earnings Special Economic Zones. Enterprises can test
after paying personal income tax of the foreign, them before employment and sign labour con-
overseas Chinese and Hongkong and Macao
tracts with them.
workers and staff members of the enterprises in Article 20. The employees of the enterprises
the special zones can be remitted out of China in the special zones are to be managed by the
through the Bank of China or other banks in enterprises according to their business require-
the special zones in line with the zone's foreign ments, and if necessary, can be dismissed in line
exchange control measures.
with the provisions of the labour contracts.
Article 16. Investors who reinvest their pro- Employees of the enterprises in the special
fits in the special zones for five years and longer zones can submit resignation to their enterprises
may apply for exemption of income tax on according to the provisions of the labour con-
profits from such reinvestment. tracts.
Article 17. Enterprises in the special zones Article 21. Scales and forms of the wages,
are encouraged to use China-made machinery,
award methods, labour insurance and various
raw materials and other goods. Preferential




7. Maintain law and order in the specialworkers in the enterprises are to be included in
the contracts signed between the enterprises and zones and protect according to law the persons
and properties in the special zones fromthe employees in accordance with the stipula-
encroachment.tions of the Guangdong Provincial Administra-
Article 24. The Shenzhen Special Zone istion of Special Economic Zones in Guangdong
under the direct jurisdiction of the Guangdongprovince.
Provincial Administration of Special EconomicArticle 22. Enterprises in the special zones
Zones. Necessary agencies are to be set up inshould have the necessary measures for labour
the Zhuhai and Shantou Special Zones.protection to ensure that the staff members and
Article 25. A Guangdong Provincial Specialworkers work in safe and hygienic conditions.
Economic Zones Development Company is to be
set up to cope with the economic activities in
Chapter V- Administration
the special zones. Its scope of business includes
Article 23. The Guangdong Provincial fund-raising and trust investment, operating
Administration of Special Economic Zones enterprises or joint ventures with investors in
exercises the following functions: the special zones, acting as agents for the
1. Draw up development plans for the investors in the special zones in matters related
special zones and organize for their imple- to sales and purchases with other parts of China
mentation. outside the special zones, and providing services
for business talks.2. Examine and approve inve stllment projects
of investors in the special zones.
3. Deal with the registration of industrial Chapter VI- Appendix
and commercial enterprises in the special zones
Article 26. These regulations shall be en-
and with land allotment.
forced after their adoption by the Guangdong
4. Coordinate the working relations among
Provincial People's Congress and after they have
the banking, insurance, taxation, customs,
been submitted to and approved by the
frontier inspection, postal and tele-
Standing Committee of the National People's
communications and other organizations in the
Congress of the People's Republic of China.
special zones.
5. Provide staff members and workers
needed by the enterprises in the special zones
and protect the legitimate rights and interests of
these staff members and workers.
6. Run education, cultural, health and other




Guangdong Promulgates Four SEZ
Laws on Registration of Enterprises,
Land Usage, Visas, and Labor/Wages
Provisional Entry/Exit Rules-for the
Special Economic Zones in Guangdong
Province
Four laws were passed by the 13th Session of (Adopted at the 13th Session of the Standing Committee of
they Fifth Guangdong Provincial People's Congress on Nov.the Standing Committee of the 5th Guangdong Provincial
People's Congress on November 17, 1981 that are expected 17 1981)
to provide the necessary and much needed legal framework
for investors and other business people operating in its
special economic zones. Affected are not only foreign,
Article 1 These rules are formulated in accordanceoverseas Chinese and Hongkong and Macao businesses but
with the relevant laws and decrees of the People's Republicalso those from Taiwan. Called regulations, they deal
of China and the Regulations on Special Economic Zonesrespectively with registration of enterprises, visas, land usage,
in Guangdong Province.and labor/wages. All four laws have token effect since January
1,1982. Article 2 All foreigners, overseas Chinese, compatriots
from Hongkong and Macao, and compatriots from TaiwanAccording to a decision of the latest National People's
who either enter the special zones from the open portsCongress standing committee's 21st session on November 26,
within the special economic zones and from the special1981, the two southern Chinese provinces of Guangdong and
zones' special open ports or leave the special economic zonesFujian are empowered to make their own legislation for their
respective special economic zones. will come under the control of these rules. Those who enter
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the special economic zones from other countries or regionsChina from the open ports for other parts of the country or
(excluding Hongkong and Macao), shall enter the zonesleave the country via the special zones from other parts of
against entry visas issued by the Chinese visa-issuing au-China will still be handled in accordance with the original
thorities.rules.
Article 5 Tourist groups of foreigners or overseasThose who enter or leave the country are subject to
Chinese who visit the special zones from Hongkong or Macaoexamination by the port inspection authorities.
Article 3 People who enter the special zones from shall enter against group visas.
Article 6 Foreigners, overseas Chinese, compatriots
.Hongkong and Macao should, in view of their different
from .Hongkong, Macao and Taiwan who buy houses andcircumstances, go through the entry procedures in line with
reside in the special zones for more than six months but lessthe following stipulations:
than a year, shall be granted temporary residence permits by(1) Foreigners and overseas Chinese should apply,
the --ljblic security bureaus in the special economic zonesagainst their own passports, to the tourist agencies in
(cities) and those whose residence exceeds one year will beHongkong and Macao and other agencies entrusted by the
given residence permits. The residence permits are checkedChinese authorities for entry and exit visas from the Chinese
i visa-issuing offices, and shall be subject to inspection at the once a year.
Article 7 The luggage and goods of those persons fromOhinese frontier inspection stations.
Hongkong and Macao or from foreign countries who enterForeigners and overseas Chinese who invest and set up
the special economic zones shall be handled in accordancefactories or run various business undertakings or buy houses
with the relevant administrative regulations concerning theor reside permanently in the special economic zones shall
special economic zones issued by the customs of the People'sapply, against certificates granted by the development
company of the special zones, for multiple entry exit visas. Republic of China.
Article 8 People and goods that enter the zones from(2) Compatriots from Hongkong and Macao will enter
plagued areas or are covered by the quarantine list in thethe special zones against the home-visiting certificates pro-
Health and Quarantine Regulations of the People's Republici vided to them together' with supplementary sheets or
of China and the Animal and Plant Quarantine Re-supplementary cards. Compatriots from Hongkong and
gulations of the People's Republic of China, should, uponMacao who invest and set up factories or run business
undertakings or buy houses or reside permanently in the their entry, be subject to quarantine at ports and by the
special zones and who must enter or leave the special zones animal and plant quarantine offices.
daily, shall apply, against certificates issued by the de- Article 9 Foreigners who go to other parts of China from
the special economic zones, or enter the special economicvelopment company of the special zones or residence permits
for compatriots from Hongkong and Macao, for visas from zones from other parts of the country, shall go through the
the public security bureaus in the special economic zones necessary formalities as described in the original rules.
(cities) without having to fill supplementary sheets or cards. Article 10 The movement of transport vehicles between
the special economic zones and Hongkong and Macao must beThose who are permitted to be exempt from filling sup-
subject to approval from the People's government in theplementary sheets or cards will be granted the permanent
personal-use goods registers, to be filled by themselves and special zones (cities) and shall enter or leave against the passes
checked by the customs. issued by the public security bureaus in the special economic
(3) Compatriots from Taiwan who enter the special zones (cities).
Article 11 Chinese cadres, workers, staff members andeconomic zones from Hongkong or Macao may apply,
other personnel who work in the special economic zones shallagainst their identity cards, to the tourist organizations in
go through the entry/exit formalities as described in theHongkong and Macao and other agencies entrusted by the
Chinese authorities for entry exit certificates from the original regulations.
visa-issuing offices. Article 12 These provisional rules shall come into force




should produce the following documents:
1. The document of approval issued by the People's
Government of the Special Economic Zone (or city) or the
Administrative Committee of the Special Economic Zone
where the said enterprise operates.
2. A duplicate of the agreement signed on the
establishment of the enterprise, the contract and the articles
of association of the enterprise, and a list of the members of
the enterprises board of directors, in both Chinese and
foreign languages; and
3. A duplicate of the registration certificate or other
documents of credit issued by the related departments under
the government of the country (or region) where the foreignProvisional Regulations on Registration
businessmen come from.
of Enterprises in Special Economic Zones
Article 4. In applying for the registration of an
of Guangdong Province
enterprise to be set up in a special economic zone, a
registration form, in triplicates, shall be filled in both(Adopted at the 13th Session of the Standing Committee of
Chinese and foreign languages. Items to be registered includethe Fifth Guangdong Provincial People's Congress on Nov.
the name of the enterprise, its address, scope of production17 1981)
and business, forms of production and business, registered
capital of the enterprises and parties concerned, (the latter's
respective equity share in case of joint equity ventures or
participation share in case of cooperative ventures), a list ofArticle 1. The present Provisional Regulations have
the members of the board of directors, general manager andbeen worked out in accordance with the laws and decrees of
deputy general managers or director and deputy directors ofthe People's Republic of China and the Regulations on the
the enterprise, the office granting the approval, the re-Special Economic Zones of Guangdong Province.
gistration number of the document, the date of approval, theArticle 2. Enterprises set up by foreign capital, joint
size of the entire staff, and the number of foreign workersventures using Chinese and foreign investment and enter-
and staff members.prises engaged in coproduction in the special economic
Article 5. The resident offices set up in a specialzones, (hereinafter referred to as enterprises in these zones)
economic zone by foreign firms, firms run by overseasshould apply for registration with the Administration for
Chinese, firms in Hongkong and Macao and Taiwan should,Industry and Commerce in the special economic zones and
within 30 days after being approved, register with theget registration certificates and licenses for operations before
Administration for Industry and Commerce in the Specialthey are put into operation. If an enterprise wants to engage
Economic Zone by producing the application for setting upin a special trade as stipulated by China, it should apply for
resident offices and duplicates of the registrationregistration and obtain a registration certificate or a license
for that special trade. certificate and other documents of credit standing issued by
the related departments under the government of theAn enterprise that has not registered and has not been
country (or region) where the foreign businessmen comegranted a registration certificate or license for operation shall
from.not be permitted to go into operation.
Procedures for registration by banks or other financial Article 6. An enterprise is regarded as having officially
organizations financed by foreign capital will be stipulated been established the day when a registration certificate is
separately. issued to it, and its legitimate operation and production shall
Article 3. In applying for registration, an enterprise be protected by the laws of the People's Republic of China
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Article 7. An enterprise or a resident office shall, by
producing the registration certificate, opr-i an account with
the Bank of China or other bank approved by the Chinese
side, and register with the local tax bureau for payment of
taxes.
Article 8. When an enterprise wants to move to
another site, shift its production, increase or cut or transfer
the registered capital, extend the contract period or change
other items, the said enterprise shall ask for approval by the
People's Government of the Special Economic Zone (or city)
or the Administrative Committee of the Special Economic
Zone, and register the changes with the Administration for
Industry and Commerce and the Tax Bureau in the Special
Economic Zone.
Article 9. The registration certificate for an enterprise
or a resident office shall be changed and reissued once every
year.
Article 10. In applying for registration, getting its
chances registered, or receiving or changing its registration
certificates, or registering its resident office, an enterprise
should pay a registration fee or a fee for changing its
registration certificates, the sum of which is to be fixed by
the Peoples Government of the Special Economic Zone (or
city) and the Administrative Committee of the Special
Economic Zone.
Article 11. An enterprise, upon the expiration of the
contract period or desirous of terminating the contract
before its expiration date, shall, upon production of the
document of approval issued by the People's Government of
the Special Economic Zone (or city), the Administrative
Committee of the Special Economic Zone or the organi-
zation authorized by it, register for nullification with the
Administration for Industry and Commerce and the Tax
Bureau in the Special Economic Zone, and the registration
certificate and license for operation of the said enterprise
shall be handed in for cancellation.
Article 62. The Administration for Industry and
Commerce in a special economic zone has the right to
supervise and inspect the enterprises in the zone. In cases of
violations of the present regulations, the violator shall be
given a warning or be ordered to close down in accordance
with the varying degrees of seriousness in each specific case.
Article 13. The present Provisional Regulations shall




Provisional Provisions on Wages in
the Enterprises in Special Economic
Zones in Guangdong Province
(Adopted at the 13th session of the Standing Committee of
the Fifth Guangdong Provincial People's Congress on Novem-
ber 17, 1981)
Article 1 These provisions are formulated in accordance
with the relevant laws and decrees of the People's Republic of
China and the Regulations on Special Economic Zones in
Guangdong Province.
Article 2 All enterprises with exclusive foreign invest-
ment, joint ventures with Chinese and foreign investment and




can be distributed according to the following proportions:
enterprises in the special zones for short) shall use the contract Seventy percent going directly to the workers and staff
system in employing workers and staff, and labor contracts members as wages (including the basic wages and floating
will be signed between the enterprise and the workers and
wages)
staff. The labor contract should include the following: Five percent reserved by the enterprises to subsidize the
employment, dismissal and resignation of the workers and
welfare costs for the workers and staff and
staff production and work tasks labor service fees and The remaining 25% used as social labor insurance and for
stipulations on rewards and punishments work time and
compensating for various state subsidies.
vacation labor insurance and welfare benefits labor protec- Article 9 The wage scale and the reward and subsidies
ion and labor discipline. stems for the workers and staff members of the enterprises
The labor contracts shall be verified by the special zone in the special zones are determined by the enterprises
(city) labor bureaus. themselves. The wage scale in the enterprises in the special
Article 3 Labor service companies are to be set up in the zones may follow the piece-rate wage system or the system of
Shenzhen Special Zone and in Zhuhai and Shantou (Swatow) payment by the hour, by the day or by the month in
cities and, under the guidance of the special zone (city) labor
accordance with the need of the different enterprises.
bureaus, they assist the enterprises in the special zones in Article 10 The enterprises in the special zones follow the
recruiting and training workers and staff, be responsible for six-day work week, eight-hour day (the work time for special
giving guidances to workers and staff in employment or in
types of work to be fixed separately). Extra pay will be given
signing contracts with the enterprises.
to overtime work.
Article 4 For the employment of workers and staff by Article 11 The workers and staff of the enterprises in the
the enterprises in the special zones, after being verified by the special zones enjoy the rest days, legal holidays and leaves to
special zone (city) labour bureaus, the labor service companies
visit their families, wedding, funerals of their next of kin as
can make recommendations or the enterprises may undertake stipulated in. China and other rights and interests provided for
the recruitment themselves and, in line with the principle of
in the labor contracts.
taking those most suited to the job, they may employ them Article 12 The enterprises in the special zones must
through examinations. Those recruited may undergo a three to implement the rules and regulations of the People's Republic
six months' probation. of China concerning labor protection and environmental
Article 5 The age of the workers and staff members protection, ensure safe and civilized production. The relevent
employed by the enterprises in the special zones should be i 6
authorities in the special zones have the right to check and
and above.
supervise.Article 6 The workers and staff members employed by
Article 13 The enterprises in the special zones should
the enterprises in the special zones can be administered in give particular care to the women workers in accordance with
accordance with the provisions of the contracts and the
the Stipulations of the People's Republic of China on the
requirements of the enterprises concerned. Enterprises may
Protection of Women Workers.
sponsor technical schools or training courses to train manager-
Article 14 Injuries, disability or deaths as a results of
ial personnel and skilled workers.
industrial accidents in enterprises in the special zones should
Article 7 Workers and staff members employed by the
be dealt with by the enterprises concerned in line with the
enterprises in the special zones should be paid labor service
labor insurance stipulations of the People's Republic of China.fees per person. The scale of the labor service fees can be
Article 15 In special circumstances, workers and staffnegotiated at the time of the contract is signed according to
members in enterprises in the 'special zones can apply forthe different lines of the enterprises and types of work, and
resignation and the enterprises should approve it. Those who
-here is an average annual increase rate of 5 to 105% for the
have been trained by the enterprise for more than three
workers and staff members in accordance with their profic-
months, are not allowed to resign within one year afteriency.




or quit without approval, they should compensate the
enterprise for the losses incurred for their training.
Article 16 As regards the excessive workers and staff
members resulting from changes in production and technical
conditions, the enterprises in the special zones can dismiss
those who, after training, fail to meet the needs or cannot be
transferred to other types of work in the same enterprise.
Those dismissed workers and staff members who have worked
for more than one year, will be given an additional one
month's basic wages for each year of service those working for
less than one year, an additional one month's basic wages and
those on probation, an additional half month basic wages.
Article 17 For those workers and staff members who
violate the rules and regulations of the enterprises in the
special zones and cause harmful consequences, the enterprises
can give them such penalties as warning, demerit recording
wage decrease and even discharge on the merit of each case.
The decisions on the punishment of discharged personnel
should be submitted to the special zone (city) labor bureaus
for verification and reference.
Article 18 If the discharged or penalized workers and
staff members dissent on their cases, they may apply to the
enterprises for settling the matter through consultations if it
cannot be resolved through consultations, requests can be
presented to the special zone (city) labor bureau for
mediation if either party deems the handling of the labor
bureau inappropriate, the case may be brought to the people's
court in the special zone.
Article 19 The employment, dismissal, resignation, pay,
rewards, punishment, welfare, social insurance and other
matters with regard to the workers and staff members of
foreign nationality or those from Hongkong, Macao and
Taiwan shall be decided by the board of directors of the
enterprises and provided for in the employment contracts
separately.
Article 20 These provisional provisions shall come into




Provisional Provisions on Land Control
in 1ienzhen Special Economic Zone
(Adopted at the 13th session of the Standing Committee of
the e Fifth Guangdong Provincial People's Congress on
November 17, l981)
Chapter 1. General Principles
Article 1 These provisions are formulated in ac-
cordance with the related laws and decrees of the People's
Republic of China and the Regulations on Special Economic
Zones in Guangdong province.
Article 2 Mineral deposets, waters, wasteland, farmland,
mountains, forests and other sea and land resources which
have been developed or are yet to be developed within the




data on the undertakings to be run with their investment. Plotsunified management of the city people's government in
shall be determined and delineated and "certificates for theGuangdong province; the city people's government may
use of land" issued after the applications are verified by thepurchase, requisition construction and the stipulations of
related decrees. city's planning department and the fees for the use of land are
Article 3 All units and individuals must observe and paid.
implement the confirmed overall construction program of
Article 9 Within six months after the certificates forthe special zone. Without prior approval, they are not
the use of land take effect, overseas investors must putallowed to change the topographic features of the land
forward the overall designing blueprints for project con-
within the special zone, to occupy land privately or to
struction and plans for construction and production. Withinconstruct any kind of buildings.
nine months, investors must begin construction according toArticle 4 All units and individuals, when in need of the
the overall design for the project. Otherwise, the "certificatesuse of land, must apply with the Shenzhen City People"
for the use of land" shall be revoked and the fees paid shallGovernment. Land is available only after approval has been
not be reimbursed. The project's production plan must begranted and all necessary procedures have been completed,
All contracts on the use of land signed by those through fulfilled on schedule, failing which they must produce
evidence and documents and, after the approval officedirect talks with the former land-using unit or individual
confirms after examination that they have the justifiedwithout prior approval of the office in charge are null and
oid. reasons for the delay, the time limit can be extended
appropriate. The "certificates for the use of land" shall beArticle 5 Units and individuals who have obtained the
revoked for those who delay the projects without reasons.use of land upon approval shall only have the right to use
Article 10 When the projects of overseas investors arethe land and no right of ownership; it is forbidden to buy
completed as required by the contracts or agreements onand sell land or to do so in a disguised way, to let or
construction, they can go into official operation only aftertransfer land without prior permission, or to mine, use or
damage underground resources and other resoources. examination and verification by the department in charge,
Article 6 Compensation for the land requisitioned, Without prior approval of the city's planning department,
investors are not allowed to demolish, renovate or rebuildcivilian houses and other buildings demolished for con-
the buildings at will on the land for their use.sruction purposes shall be handled in accordance with the
Article 11 Buildings on the land for overseas investors'elated stipulations of the People's Republic of China and
he Guangdong Provincial People's Government. use must be constructed in accordance with the stipulations
Article 7 The land development projects in the special
of the city's planning department on the ratio between
zone shall be funded and undertaken by the Development
buildings, gardens and afforestation. No wilful expansion or
Company of the Shenzhen Special Zone and may also be
reduction is allowed.
Indertaken with foreign investment participation. Revenues Article 12 All buildings on the land for overseas
and expenditures in land development and utilization shall investors' use must meet China's architectural standards and
ce arranged by the development company. fire prevention's safety requirements. Projects in violation of
the stipulations are not allowed to go into operation or to
Chapter. II. Land Management and Control be put into use. If any accident occurs as a result of
production or use of the project without permission, the
investor shall compensate for the loss and bear the re-
Article 8 Overseas investors who require the use of land
sponsibility of the law.
in building factories or running various undertakings in the
Article 13 Overseas investors must engage in con-
pecial zone may fill out application forms for the use of land
struction on the land for their use according to the purpose
on the strength of the documents approved by the Shenzhen
as stipulated in the contracts or agreements, and are not
City People's Government, contracts, agreements and related
allowed to convert the land for other purposes at will.
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Article 14 Overseas investors are not allowed to the change shall not exceed 30%.
occupy for whatever reason any land beyond what is Article 17 Special preferential treatment on land use
stipulated in the certificates for the use of land. If they fees shall be granted to the educational, cultural, scientific,
need the use of more land, they must go through the technological, medical, health and public welfare under-
procedure as stipulated in Article 8. takings run by overseas investors in the special zone. Land
use fees may be exempted for projects involving the most
advanced technology and non-profit making projects.
Chapter 111. Time Limit and Fees for the Use of Land Article 18 Methods of payment of land use fees: the
sum may be paid in one lump sum within two years, and no
Article 15 The time limit for the land used by oversew interest shall be charged the sum may be paid in instalment,
investors shall be determined through consultations according
and an annual interest of 8% shall be charged. If prices are
to* the amount of the investment in the projects and actual
readjusted in this period, the payment shall be made
needs. The longest time limit is as follows:
according to the sum after the price readjustment.
(1) 30 years for industrial use Article 19 The above provisions on charging land use
(2) 20 years for commercial use (including restaurants) fees are applicable to all units that run enterprises and
(3) 50 years for residential property development institutions in the special zone.
(4) 50 years for educational, scientific, technological,
medical and health use Chapter IV. Public Utilities
(5) 30 years for tourist undertakings
(6) 20 years for planting, animal husbandry, poultry Article 20 Public utilities to be undertaken and built
raising and fish breeding.
within the are' of the land used by overseas investors as
If overseas investors wish to continue operation on the
stipulated in the contracts or agreements must be built in
land used by their projects upon the expiration of the time
accordance with the requirements of the urban construction
limit, they may renew contract subject to verification by
program.
and approval of the department in charge in the special
Article 21 Power supply, water supply, drainage,zone.
sewers, gas pipes and telecommunications equipment within
Article 16 When enterprises with exclusive overseas
the area of land used by overseas investors must be built oninvestment (wholly-owned) or joint ventures with overseas
their own, and the fees for linking these facilities with
and Chinese investment use land, be it newly acquired or on
various trunk lines outside the area of the land for their use
the site of original enterprises, land use fees shall be
should be paid by overseas investors.
collected. The standards for land use fees are set according
Article 22 The discharge and treatment of wasteto different areas and conditions, different trades and time
residues, waste gas and waste water within the area of the
limits for use. The standards for annual fees (Rmb) per land used by overseas investors must meet the dischargesquare meter of land are:
standards and treatment requirements of the People's Re-Rmb 10 to 30 for industrial use,
public of China, and shall be inspected and supervised by theRmb 70 to 200 for commercial use
city's environmental protection department. Overseas in-Rmb 30 to 60 for residential property development,
vestors shall pay the treatment fees as stipulated.and
Article 23 These provisional provisions come into force
Rmb 60 to 100 for construction of tourist under- as of January 1,1982.
takings.
The standards for planting, animal husbandry, poultry
raising and fish breeding will be set separately.
From the day when these regulations are made public,
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